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Basic Data

Population (1980 annual average) 53.7 million
GDP per capita (1980) SDR 9,327
National accounts 1980 (at current prices) In billicns Per cent
of SDRs of GDP
Private consumption 318.9 63.7
Public consumption 76.6 15.3
Gross fixed investment 108.0 21.6
Change 1in stocks 7.6 1,5
Exports of goods and services 105.6 21.1
Imports of goods and services 115.7 23.1
GDP 500.8 100.0
Selected economic data (changes in per cent) 1979 1980 1981 1/
GNP 2/ 3.5 1.6 0.7
Private consumption 2/ 3.5 2.2 2.3
Gross fixed investment 2/ 3.7 2.6 -1.1
Exports of goods and services 2/ 6.8 3.4 4,9
Inpsrts of goods and services 2/ 11.3 8.6 0.7
GNP deflator 10.1 11.6 11.0
Consumer price index (end of year) 11.8 13.6 14.0
Money plus quasi money (end of year) 14,4 9.7 12,0
Domestic credit (end of year) 15.2 11.1 18.4
Balance of payments (in millions of SDRS;
on a transactions basis)
Trade balance -912 -9,236 -7,724
Net services 4,992 6,400 4,713
Private transfers -1,779 -1,920 -2,509
Official transfers =-1,335 -1,280 -1,127
Current balance 966 -6,018 -6,648
Long-term capital -2,694 -818 -1,202
Basic balance -1,728 -6,836 -7,849
Short-term capital 3,168 11,945 3,480
Changes in official reserves
(increase = =) -1,440 -5,109 4,369
IMF (as of February 28, 1982)
Quota SDR 2,878.5 million
Fund holdings of francs 69.8 per cent of quota
SDR value of franc F 6.8509 = SDR 1
Holdings of SDRs SDR 954.4 million or

88.4 per cent of net
cunulative allocation

—I] Staltf estimates.
2/ In volume terms.



I. Domestic Economic Developments

1. Real foreign balance and domestic absorption, 1977-80

The pattern of growth in France during the 1977-79 period differed
in several respects from the 1971-73 pre-recession period (Table 1).
First, real growth averaged only 3.4 per cent in 1977-79, approximately
2.2 percentage points per year less than in 1971-73. Second, while most
components of final domestic demand grew more slowly, the slowdown was
particularly marked for real investment expenditures--from an average
growth of 6.8 per cent per year in 1971-73 to 1.5 per cent in 1977-79,
and to a lesser extent for private consumption-—from 6.0 per cent per
year in 1971-73 to 3.8 per cent in 1977-79. The trend in public con-
sumption on the other hand was not markedly different: compared with
the 1971-73 period, average growth in public consumption in 1977-79
declined by less than 1 percentage point to 2.4 per cent. Third, whereas
the real foreign balance contributed little to growth in 1971-73, sus-
tained export growth led to a strong positive contribution in 1977-78.
This effect however disappeared in 1979-80 when the marked rise in
import volume led to a negative contribution.

The impact of the second oil shock on the French economy was also
somewhat different from the first. 1In part, because the full effect of
the oil price shock in 1979-80 was mitigated by the appreciation of the
franc and because the economy was already on a lower growth path, the
decline in activity in 1979-80 was less pronounced than in 1974-75.
Also, contrary to the first oil price shock, there was no decline in
real investment, probably because investment had already been vei, slug-
gish in the previous year, so that some replacement investment could no
longer be postponed. Another difference between the two recessions was
with respect to stockbuilding. Stockbuilding was very much larger in
1974-75 than in 1979-80 partly because the second recession was less
severe but also because enterprises seem to have adjusted earlier their
inventory to the decline in demand.

Except for investment, the trend in 1977-80 of major components of
final demand in France was not much different from other large industri-
alized countries and both private and public consumption grew at about
the same rate as the average for the seven largest industrialized coun-
tries (Table 1). Investment growth in France in 1977-79 however, was
much lower on average than in other large industrialized countries-—-

1.4 per cent per year against 6.0 per cent per year on average for the
seven largest industrialized countries.

2. Qutput, income, and expenditure

The recession which started in early 1980 was prolonged well into
1981, with a consumption-led revival of demand occurring in mid-year
partly in response to the June 3 measures affecting minimum wages and

social transfers. Real GDP stagnated in the second half of 1980 and in



the first half of 1981, but rebounded in the second half of the year.

The upturn was supported by expansionary fiscal and monetary policies,
particularly in the early part of the year. The fiscal stance shifted

to a cyclically neutral position in 1981, fnvolving a deficit equivalent
to 2.4 per cent of GDP, after recording a small surplus in 1980. Partly
in response to the need to finance the deficit, but also to assist firms
in difficulty, domestic credit expanded rapidly in the first half of the
year and the 10 per cent target growth in My during the year was overshot.
For the year as a whole, GDP growth is estimated at 0.7 per cent compared
with 1.6 per cent in the previous year. In through-the-year terms real
GDP showed a modest increase in 1981 after stagnating in 1980.

The first semester of 198l was characterized by a weakening of domes-
tic demand including stockbuilding, while foreign demand rose appreciably
(see below). These trends were reversed in the second semester, when
exports slowed while domestic demand accelerated. Real final domestic
demand rose by 1.5 per cent in the year as a whole as the increase in
private and public consumption more than offset the decline in fixed
investment (Table 1). However, the inventory accumulation observed in
the early phase of the recession was followed by heavy liquidation start-
ing in the fourth quarter of 1980 as businessmen attempted to restore
their inventory-sales ratio and as ilnterest rates rose sharply. This
destocking process, which leveled off in the third quarter of 1981, made
a strong negative contribution to growth in 1981 and resulted in a small
decline in toctal domestic demand.

Private consumption accelerated slightly in 1981 despite the slow-
down in GDP, reflecting policy measures and notwithstanding a reversal
of the downward trend in the savings ratio which had supported con-
sumption in 1980. The elimination in February of the social security
contributions surcharge imposed in early 1979 contributed to a rise in
disposable income of about 1 per cent. In the second semester consump-
tion was also sustained by the rise in nominal incomes resulting from
the social measures adopted in mid-year and by the decline in the savings
ratlio as income was redistributed to income groups with a high propensity
to consume. For the year as a whole, the saving rate is estimated to
have risen to 15.1 per cent from 14.6 per cent in 1980 and real private
consumption to have grown at just above the 2.2 per cent rate recorded
in 1980 (Table 2). Real disposable income rose by 1.9 per cent, up from
~0.2 per cent in 1980, and was mainly sustained by the rise in unemploy-
ment compensation and the June increase in social transfers.

Total gross fixed investment in real terms, which has been on a
declining trend since the second quarter of 1980, fell back by 1.1 per
cent in 1981 to its mid-1979 level. The decline in r~sidential and pub-
lic investment was particularly marked, while business investment showed
signs of recovery toward the end of the year. All of the determinants
of business fixed investment turned down or continued their earlier
declines in the first semester of 198l1. The sales outlook remained
unfavorable and unutilized capacity rose to its highest level since the



1975 recession, as investment held up better than production in 1980.
These developments were accompanied by an 11 per cent reduction in the
share of gross profits in value added in the first half of the year
compared with the second half in 1980, resulting in a sharp reduction

in the corporate self-financing ratio. Financing difficulties were
compounded by the steep rise in the cost of credit in the second quarter

of 1981, as interest rates rose to historically unprecedented levels.
Despite a mild upturn at year-end as demand prospects improved, business

investment is likely to have been flat during the year. Preliminary
national accounts data estimate a 0.3 per cent decline in business tfixed
investment in 1981, following a 5.¢& per cent rise in 1980, although
survey data paint a bleaker picture. Public enterprise investment made
a negative contribution to the growth in total productive investment

in 1981 as major projects have been completed or are nearing completion.
The volume of capital outlays of public enterprises, which constitute
over 20 per cent of business fixed investment, is estimated to have
declined by about 3 per cent in 1981 after rising at an average annual
rate of 10 per cent over the period 1975-80. The decline reflects a
stabilization of equipment outlays of Electricité de France (EDF) in
implementation of the nuclear power program and a creduction in outlays
of the Postes, TEél&communications er T&l&difiusions (PIT) as the

planned expansion of the telecommu.nications network was completed.

The volume of residential investment declined by 2.8 per cent in
1981 to its mid-1977 Lavel after a 4.4 per cent decline in 1980. A mild
upturn in mid-year may have been of a speculative nature and was not sus-
tained., Survey data released early this year on the prospects for new
housing starts indicate that the recession 1in residential construction
may not have bottomed ocut yet.

The foreign balance in real terms improved markedly in 1981, more
than offsetting the decline in total domestic demand (Table 1). The
volune of exports of goods and setrvices rose by 4.9 per cent, reflecting
the real effective deprecliation of the franc since mid-1980, and the
lagged response of industrial exports to large contracts concluded in
1979 and 1980. The volume of imports declined by 1.4 per cent in the
first half of 198l in response to the weakening in domestic economic
activity reinforced by the relative price effect but rebounded in the
second half of the year as economic activity recovered. 1In the year as
a whole, imports rose by 0.7 per cent compared with 8.6 per cent 1n
1980. Nevertheless, the rise in import volume at a time when real
domestic demand declined resulted 1n an increase in import penetration
which has been on a rising trend since mid-1978.

The decline in industrial production, which represents 35 per cent
of GDP, accelerated in all sectors in the first half of 1981 (Table 3).
From the beginning of the downswing in the first quarter of 1980 to the
second quarter of 1981, the index fell by 6.6 per cent to its mid-1978



level. This compares with a 9.6 per cent decline from peak to trough
registered in the 1975 recession. The second half of the year was marked
by an upturn in all industrial sectors except construction, bringing the
year-on-year change in the index to -2.4 per cent from Q.4 per cent in
1980.

3. Employment

a. Labor market

Since the 1975 recession, the labor market in France has been char~
acterized by a growing imbalance between labor supply and labor demand.
Despite increased recruiting in the service sector, a reduction in the
average workweek and government programs to expand employment, net employ-
ment creation has been adversely affected by a decline in the number of
jobs in the manufacturing and the construction sectors. As a result,
total employment grew by less than 2 per cent between 1975 and 1980.
Over the same period, the labor supply, strengthened by demographic fac-~
tors and by rising participation rates for women, expanded by close to
6 per cent. Unemployment correspondingly increased by more than 800,000
to 1,455,000 persons on average in 1980 or 6.3 per cent of the active
population that year, and rose further to 1,773,000 or 7.6 per cent of
the labor force in 1981.

(1) Supply

Table 4 shows the main factors which have affected the develop-
ment in the labor force since 1962. Compared with earlier periods, demo-
graphic factors had their strongest impact in 1975-80. This reflected
the entering in the labor market of the large age group born immediately
after the second world war and a relative decline in retirement as the
smaller 1914-1919 age group came to retirement age.

For men, however, declining participation rates, under the influence
of longer education periods and increased tendencies for older workers
to seek early retirement under the newly expanded early retirement schemes,
mitigated the full effect of demographic factors. In 1975-80 the male
labor force increased by an average of only 73,000 men per year or about
half the increase warranted by demographic factors.

For women, increases in participation rates, particularly for mar-
ried women, reinforced the demographic trend and the female labor force
inereased in 1975-80 by an average 165,000 women per year, about twice
the increase resulting from demographic factors. Women accounted for
nearly 70 per cent of the increase in the total labor force over this
period.

Since 1974 when immigration from non-EC countries was restricted,
net immigration appears to have had little effect on the total labor
supply. This is 1n contrast with earlier periods when immigration



accounted for between one fourth (in 1968-75) and one half of growth in
the labor force (in 1962-68, at the time of the repatriation ot French

resideats from North Africa).
(2) Demand

Labor demand in France never completely recovered from the 1975
recession. In that year employment declined by 217,000 persons or 1 per
cent of total employment. Thereafter it took almost two years to return
to the level of employment of before the recession. Demand then grew only
very sluggishly 1f at all. All told, in 1978~80 employment increased by
only 42,000 persons on average per year compared with an average of
157,000 in 1971-73.

The decline in the number of jobs in 1975 came above all from a

steep reduction of jobs in the manufacturing and construction sectors,
while the growth of recruiting in the service sector slowed.

The manufacturing sector lost 154,000 jobs in 1975 or 3 per cent of
the total. The decline affected nearly all major subsectors but part-
icularly hard hit were the textile industry and the steel and related
industries. 1In part due to a strengthening in the automobile sector,
the decline slowed in 1976-77 to 44,000 jobs per year, but difficulties
in the automobile industry and the restructuring of the steel sector
caused the decline to accelerate in 1978-80 to 88,700 jobs per year.
Consequently by 1980 the level of employment in the manufacturing sec-
tor had regressed to below 1969 levels and compared to 1974 nearly
500,000 jobs had been lost.

There is no single cause for this steady deterioration of employment
in the manufacturing sector. Of importance among the factors that con-
tributed 18, as in other industrialized countries, the structural shift
away from traditional industries such as steel and textiles. However,
it is significant that since 1974 among the 18 different subsectors in
manufacturing, employment remained stationary or declined in virtually
all subsectors except in the nonferrous metal sector, and even in this
gsector the increase was due mostly to uranium processing which is more
closely related to the energy sector than to manufacturing. The deteri-
orating employment situation therefore 1s a sign of a general weakness
of the manufacturing sector of which sluggish production growth and
decline in enterprises' profitability favoring labor saving investments
rather than capacity expansion are other symptoms.

Employment in the construction sector also fell steeply in 1975 when
86,000 jobs were lost. 1In later years and until 1979 employment continued
to decline but at a slower pace and on average 18,500 jobs per yedr were
eliminated in this sector in 1976-79. In 1980 there was a modest gain of
9,000 jobs.



Most of the increase in employment in the economy took place in the
service sector. After a sharp deceleration in 1975 employment in commer~
cial services rebounded, and helped in part by the transfers of jobs
from the manufacturing sector to the service sector, grew on average by
175,000 persons per year in 1976-78. Since 1979, however, the growth
has weakened and in 1980 job creation in that sector fell to below the
1971-73 average.

There was a marked slowdown since 1975 in the sacular decline of
jobs in agriculture, probably because conditions in the labor market
made it more difficult for workers to move out of this sector. The
slowdown in the number of workers leaving agriculture was also the main
reason for the markedly slower decline of the number of self-employed
from 140,000 persons per year in 1971-73 to 30,000 persons per year in
1976-80 and since 1976 the number of nonfarm self-employed has been
slowly increasing.

b. Unemployment

As a result of the sharp decline in employment in 1975, the number
of unemployed increased by nearly 50 per cent in that year to 902,000
persons, equivalent to 4.1 per cent of the labor force. In subsequent
years unemployment continued to increase by on average 10 per cent per
year and reached 1,773,000 persons in 198l or 7.6 per cent of the labor
force (Table 5). The main pattern in unemployment has been a marked
increase in female unemployment, particularly in the younger age group 1/
and an increase in the average duration of the unemployment period from
eight months in 1974 to a year in 198l. Per sector, unemployment grew
most rapidly in the service sector. It is also in this sector that the
ratio of vacancies over unemployment 1s the lowest.

Ce Required growth in unemployment to
stabilize the unempioyment rate

As shown in Table 4, no significant reduction in the growth of the
labor force fs expected until the middle of the 1980s. Until then slower
demographic growth and decelerating female participation rates will be
offgset by slower decreases in male participation rates, and on average
the labor supply will increase by 230,000 persons per year, comparable
to the growth in 1975-80. A sharp decrease to 133,000 persons per year,
however, is expected in the later half of the 1980s. Demographic growth
will then slow down substantially and female participation rates will
begin to stabilize around 45 per cent. This trend is expected to con-
tinue into the 1990s when labor force growth may stabilize around
95,000 per year.

1/ The increase in the number of women of less than 40 years of age
accounted for more than 40 per cent of the total increase in unemployment
over 1974-80, and in 1980 some 55 per cent of persons unemployed were
women, up from 45 per cent in 1970.



In order to maintain the unemployment rate at its 1980 level of
6.3 per cent, and based on INSEE's labor force prcjections, net employ-
ment creation should average 230,000 jobs in 1980-85, 125,000 jobs in
1985-90, and 88,000 jobs in 1990. This compares with the creation of
157,000 new jobs on average in 1971-73 and 90,000 jobs in 1976=-80, 1If,
however, job creation in the next 20 years remains around the 1976-80

average, the unemployment rate will increase to 9.1 per cent in 1985,
9.7 per cent in 1990, and thereafter stabilize around 9 per cent until

the end of the century.

d. Employment policies

In view oi the high rates of growth needed to create the new employ-
ment necessary to absorb the actual and prospective job seekers, the
authorities have turned to speclal measures to contain unemployment.

(1) Decrees of January 1982 reduced the legal workweek from 40
to 39 hours and introduced a fifth week of paid holiday. The purpose of
this measure, which constitutes a first step toward a 35-hour workweek
by 1985, was to promote new employment through work sharing. To avoid
having the reduction in the workweek show up mainly in increases in over-
time rather than in new emplovment, the decree also limited the recourse
to overtime., Concerning pay, the decree provided for maintenance of
monthly wages, despite the reduction in hours worked, for workers paid
at the SMIC. Subsequently, however, the principle was accepted that
monthly wages should be maintained at all levels.

(2) Work sharing is also to be promoted through a reduction
in the retirement age to 60 after 37.5 years of contributions to the
social security system, and for optional retirement at 55. The scheme,
to become effective in April 1983, would replace the existing "guarantee
of resources” which provides for early retirement at 60 with 70 per cent
of gross salary at retirement.

The Govermment has granted fiscal incentives to firms that sign
agreements (contrats de solidarité) to create new employment through
reductions in the workweek or early retirement. The agreements provide
for state subsidization of early retiree pensions, provided the retired
are replaced by new personnel, and for reductions in social security
contributions to firms creating new employment by reducing the workweek
to below the legally prescribed hours between September 15, 1981 and
September 1, 1983. Under the scheme, the State would contribute 70 per
cent of salary to workers retiring before age 60 and firms would contrib-
ute an additional 10 per cent. Employers' social security contributions
would be reduced by 75 per cent for new personnel hired during the first
year and 25 per cent during the second year if the workweek were shortened
by two hours, and by 100 per cent and 50 per cent respectively for reduc-
tions exceeding two hours.




(3) In addition to these measures, a youth training scheme
(Plan Avenir Jeunes) was initiated in 1981, which constituted a new
version of the Pactes pour l'Emploi. The new version provided fiscal
incentives to firms which hired young persons without training.

(4) Finally, the Govermment announced the creation of 210,000
new jobs in the public sector by 1983. Of these, 55,000 had already
been created in 1981; an additional 71,000 were targeted for 1982 and
85,000 for 1983.

4. Costs and prices

The inflation rate in France has been consistently higher than the
industrial country average in the 1970s. The differential, which had
averaged 1.3 percentage points in 1975-79, widened to 1.4 percentage
points in 1980 and 3.4 points in 1981 (Chart 1). With respect to the
countries participating in the European Monetary System the differential
narrowed from 3.2 in 1979 to 2.4 in 1980 but widened to 2.8 percentage
points in 1981,

Nominal hourly wages rose bty 17.0 per cent during 1981, up from
15.4 per cent during 1980, and acceierated during the second half of the
year (Table 6). Hourly wages in real terms followed the same pattern as
nominal wages, rising by 2.6 per cent during 1981, up from 1.6 per cent
during 1980, and accelerating between the two halves of the year.
Although real hourly wages rose by an average of 2.0 per cent per year
over the past four years, *take-home pay has only risen by about 1.5 per
cent over the same period as higher social security tax rates have becn
less than fully reflected in gross wage claims.

Wages in France are set by collective bargaining; wage agreements
are usually concluded for periods covering less than a year and are sub-
ject to cost of living adjustments, although formal wage indexation was
outlawed in 1958, The minimum wage, however, is set by the Govermment
and is automatically adjusted when consumer prices rise by 2 per cent or
more. In recent years govermment policy has sought to compress the wage
scale in order to reduce income differentials by granting, at its own
discretior, minimum wage increases in excess of the legally prescribed
cost of ving adjustments. As a result of this policy, the minimunm
wiige rate has outpaced the economy-wide rate by an average of 0.3 per-
centage points over the period 1975 to 1980. The differential rose in
1981, reflecting the 10 per cent upward adjustment in the minimum wage
granted by the Government on June l--representing a 6.5 per cent increase
in real terms-—which was less than fully reflected in higher wages. To
partly offset the cost to enterprises of the large mid-year increase in
the minimum wage, the Govermment reduced by 50 per cent the employers'
social security contributions for wages and salaries less than or equal
to 1.2 times the minimum wage.
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In order to moderate the rise in wage rates and break the price-wage
spiral, the Government has proposed a forward-looking indexation scheme
linking wages to the target rate of inflation rather than the recorded
rate, with a provision for compensation of the difference, if any should
arise, between target and actual rates of inflation. The system will be
introduced in the public sector in the second half of 1982, following
an agreement with civil servants in March, and has been strongly encour-
aged in the private sector.

After decelerating mildly in the second half of 1980, the rate of
increase in consumer prices picked up again during the first nine months
of 1981 to an annual rate of 14.9 per cent from 13.6 per cent during
1980. Several factors contributed to the increase. Food prices, which
had been a dampening factor in the previous year, rose by 16.9 per cent
(annual rate) during the first nine months of 1981, compared with 9.8 per
cent during 1980. Prices of services also rose by slightly more than the
index for all items, while prices of manufactures, which are more exposed
to foreign competition, decelerated to 13.6 per cent from 15.6 per cent
during 1980. Tmport prices climbed sharply as the franc depreciated,
particularly . se of energy and raw materials (Table 8). The accel-
eration of inflation was particularly marked during the summer months,
when domestic energy prices and public utility charges, which had hardly
changed during the first five months of 1981, were adjusted to reflect
COsts.

Following the devaluation of the franc within the EMS on October 4,
prices of services, which rose at an annual rzte of 15.2 per cent during
the six months ending in September, were frozen at their October 3
level for six months, while importers' profit margins and prices of
basic foodstuffs were frozen for three months. At the same time, the
Government announced a 10 per cent target rate of inflation during
1982 and a 12 per cent guideline on wage increases. These measures
contributed to a2 slowdovn 1in price increases during the last quarter
of 1981, bringing the rise in the CPI down to 14.0 per cent during
the year as a whole. An additional restraining factor was the virtual
standstill in public tariffs during the fourth quarter, notwithstanding
a 26 per cent increase in energy prices (annual rate) as the franc
depreciated. 1/ 1In year—on-year terms, the CPI rose by 13.1 per cent
in 1981, 2/ just below the rate recorded in the previous year, reflecting
a 14 per cent increase in prices of food and services and a 12.8 per
cent increase in prices of manufactures (Table 8).

In January 1982 the Govermment announced that service industries
would be released from the freeze, due to expire in April, provided they
signed agreements to limit their price increases to 10 per cent during

1/ Public tariffs account for 14 per cent of the CPI, and 72 per cent
of these relate to energy products.
2/ 13.4 per cent on the basis of the annual average computed by INSEE.
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1982. Such agreements were signed with several service industries,
including hotels, restaurants, and auto repairers. Food prices were
freed since the beginning of the year. Manufactured goods, whose produc—-
tion the Govermment wishes to encourage, are only subject to a voluntary
guideline, while increases in public utility charges are also subject to
the 10 per cent limit for 1982.
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Table 2. Frante:

(Changes and ratios in per cent)

- 12 -

Gross Domestic Product and Income
and Expenditure of Households, in Current Prices, 1978-81

1978 1979 1980 1981 1/

Gross domestic product 13.6 14.0 12.9 12.6
Personal iacome 2/ 12.9 13.2 14.6 16.5

Of whicn:

Wages and salaries 3/ 12.5 10.1 13.6 15.0

Other earned income 13.1 13.4 13.3 15.9

Social security transfers 19.0 15.7 15.4 19.7
Income taxes 12.8 13.2 18.8 16.1
Disposable income 14.5 12.1 12.7 16.0

Of which:

Consumption expenditure 13.3 14.3 15.1 15.7

Saving 20.8 1.6 0.3 18.1
Saving as a per cent of

disposable !ncome 17.5 15.9 14.6 15.1
Real disposable income 4.9 1.3 -0.2 1.9

Sources: INSEE, Informations Rapides, No. 61 (April 7, 1981) and

No. 176 (October 9, 198l1); Tendances de la Conjoncture, Note de

Synthése (March 5, 1982); and Assemblée Nationale, Projet de Loi de

Finances pour )982, Rapport Economique et Financier (1981).

1/ Estimate.

2/ 1Includes other income (net), which in 1980 amounted to only
3.3 per cent of personal income.

3/ Net of social security contributions.
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Table 4. PFranca: Factors Affecting the Development of the Supply of Labor, 1962-2000

(Annual average changes i{n thousand peraons)

1962~ 1968- 1975- 1980- 1985~ 1990-
1968 1975 1980 1985 1/ 1990 1/ 2000 1/
Effect of demographic factors and
net immigration 268 228 207 182 123 83
0f which:
Net immigration 2/ 132 58 - - - -
Net increase of men 166 151 136 114 76 52
Less than 25 years 1 2 -9 -18
0f 25-54 years 81 13 86 79
55 and older 54 39 -1 -9
Net increasa of women 102 77 71 68 =47 il
Less than 25 years 1 1 -9 -16
0f 25-54 years 42 A 60 57
55 and older 28 23 -4 =10
Effect of changes in participation
rates =128 =34 i1 48 10 11
Men -106 =101 -63 =40 =31 -16
Leas than 25 years =44 =51 =17 =7 -7 -1
0f 25-54 years =5 2 -3 -1 -1 -1
= 55 and older =57 -52 =43 -32 ~23 =14
Women =22 67 94 88 41 27
Less than 25 years -20 =19 =15 11 10 5
0Of 25-54 years 25 113 119 94 44 26
55 and older =27 =27 -10 =17 -13 ~4
Changes in the supply of .iabor 140 194 238 230 133 94
Men 30 S0 73 74 45 36
Less than 25 years -16 =5 -16 =19
0f 25-54 years 78 72 85 78
55 and older 11 " =24 -23
Women 80 144 165 156 88 58
Less than 25 years =14 12 1 -~11
0f 25-54 yeura 161 138 104 83
55 and older 18 6 =17 =14

Sources: INSEE, Economie et Statistique No. 115, and Collection D No. 79, Projection de la
Population Active et Disponible, 1975-2000.

1/ INSEE projections.
2/ Net immigration assumed to be 2ero after 1976.
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I1. The Manufacturing Sector

1. Profitability and investment in the manufacturing
sector since 1975

Movements in the profit position of enterprises can be separated
into two components: the trend in value added and the allocation of
value added among production factors. After the first oil price shock
a noticeable decline in manufacturers' profitability occurred on account
of both these components. Despite some improvements in the latter half
of the 1970s, protitability in the manufacturing sector never completely
recovered, Value added on average grew less rapidly than in other sec~
tors of the economy and the share of the operating surplus in value added
remained below its 1974 level and below the average for the economy.

This drop in profitability appears to have reduced the sector's
capacity to invest, as shown by the fall in the investment ratio after
1975. It provided an incentive to invest in labor saving equipment
rather than expand capacity and taereby contributed to the decline in
employment in the manufacturing sector since 1975 (Table 9). It also
contributed to the marked slowdown in potential growth in recent years.

a. Developments in value added

Since 1975 value added in the manufacturing sector has grown on aver-
age by 12 per cent per year in nominal terms, or approximately 1.3 percent-
age points per year below value added for the whole of the market sector,
and the share of manufacturing in total value added has declined from
28 per cent in 1973 to 26.8 per cent in 1980. Moreover, within the manu-
facturing industry there was some divergence as the strong progression
of value added in the motor vehicle industry (18.8 per cent per year)
concealed the weaker performance of some of the main industries including
consumer goods, intermediate goods, and consumer durables (together,

60 per cent of manufacturing value added in 1980) where value added grew
on average by less than 11 per cent per year (Table 10).

One of the reasons for this sluggish growth in manufacturing value
added seems to be the gap that appeared in 1974, following the first oil
shock, between value added and output prices on the one hand, and input
prices on the other: while input, output, and value-added prices in most
sectors increased at roughly the same rate from 1968 and until end-1973,
input prices by far outpaced output prices following the terms-of-trade
shock of 1973. Output prices and the value-added deflator partly caught
up in 1975, but grew at the same rate as input prices thereafter and by
1981 they were still lagging behind input prices in the manufacturing
sector. This suggests that in the latter half of the 1970s, because of
competitive pressures, manufacturers have not been able to raise their
output prices sufficiently to maintain gross margins and instead accep-
ted a relative squeeze of the unit price of their value added. 1In
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contrast, in the commerce and service sectors, there was also a relative
squeeze of the deflator of value added over the 1974-75 period, but the

increase in input prices was more spread out and by 1979 enterprises in
this sector had largely re-established their gross margins.

be Factor shares in value added

Table 11 compares the factor distribution of value added for the

manufacturing sector, for the commerce and service sector, and for the
market sector in general.

In the manufacturing sector, from 1967 and until 1973, the share of
gross wages and salaries remained relatively constant at about 52 per cent.
Immediately following the first oil price shock in 1974, this share declined
by 2 percentage points as salary increases lagged behind increases in pro-
ducer prices. The next year, however, as the recession slowed output and
productivity growth while wages and salaries continued to adjust to pre-~
vious years' price increases, the wage share reached a decade high of
54.6 per cent. Subsequently, from 1976 to 1980 slower growth in real
wages and productivity gains led to a decline and then stabilization of
the wage share around 53.7 per cent (except for a dip to 52.6 per cent
in 1979). However, the labor share inclusive of employers' social secu-
rity contributions did not fully reflect the reduction and subsequent sta-
bilization of the gross wage share after 1975, Following the recession
of 1975 and the ensuing large increases in unemployment, the social secu-
rity system came into financial difficulties. Both employers' and
employees' contributions were then raised, mainly by gradually increasing
the salary ceilings on which maximum contributions are computed. As a
result, the share of social security contributions in the manufacturing
sector value added rose from an average of around 15 per cent in the
late 1960s and early 1970s to close to 19 per cent in 1980. Since there
were no major changes in enterprises’' taxes, the share of gross operating
surplus mirrored the movements in the labor share #nd it increased from
30 per cent on average in the early 1970s to 33 per cent in 1974. There~
after it abruptly declined by 8 percentage points [n 1975 to 25 per cent
and remained around that level in the following years.

In the rest of the econcmy, shifts in factor shares have been less
pronounced and the labor share, on the whole, increased less than in the
manufacturing sector. Although the share of gross operating surplus was
also affected by the increase in social security contributions, the
decline compared to pre-1974 levels was only about 3 percentage points.

After moderating in 1977 to 1979, unit labor costs in manufacturing
picked up considerably in 1980 and 1981 (Table 12). The acceleration
reflected a sharp cyclical decline in productivity while hourly compen-
sation did not pick up appreciably. However, the constraint imposed by
foreign competition prevented the value-added deflator from rising in
line with unit labor costs. As a result, profit margins in manufacturing
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have been squeezed and the share of labor in value added has risen
sharply since the third quarter of 1980 (Chart 2). The impact of the
rise in unit labor costs on profits has been reinforced by the sharp
rise in imported energy and raw materials prices in 1981 reflecting the
appreciation of the dollar as well as by the rise in the cost of borrow-
ing as 1lnterest rates rose sharply.

Staff estimates based on a three—equation model determining output,
employment, and the value-added def'ator in manufacturing show labor
costs to have been a major factor explaining the slowdown in output since
1975 (Table 13). Nominal wages accelerated in the latter period despite
the slowdown i1n world growth and in productivity and despite the fact
that foreign prices expressed in francs rose at about the same rate in
the two periods. This was reflected partly in a profit squeeze and
partly in a loss in competitiveness, and output growth decelerated on
both counts. 1/ Simulations carried on with the model showed that a
1 percentage point acceleration in nominal wage costs, other things
being equal, reduces output growth by 0.5 percentage points.

A further poilnt to note with respect to profitability is the dissim-
ilarity between the manufacturing sector and the commerce and service
sectors in the trends of gross savings or retained earnings. The share
of gross savings in the manufacturing sector was much more affected by
the recession of 1975, when it fell by 5 percentage points relative to
its average of the previous eight years. Despite some subsequent improve-
ment 1t remained about 2 percentage points below its level of the early
1970s. In contrast, the share of gross savings in the commerce and ser-
vice sectors was practically not affected by the recession and in 1979
it was again at a decade high of 16 per cent. This may be attributed
to the fact that enterprises ian the commerce and service sectors have
preferred to reduce their debt-equity ratio since 1975, instead of main~
taining their investment ratio, and have therefore been leus affected by
tne generally upward trend in interest rates in the latter nalf of the
1970s.

C. Investment and potential growth

One consequence of the eroding profit position of enterprises has
been the decline in the investment rate (gross capital focrmation to value
added). In the manufacturing sector the investment ratio fell by nearly
one fourth to 13,6 per cent in the late 1970s compared with the early
1970s (Table 14). Despite the decline in the investment ratio, the
self-financing ratio also declined in the manufacturing sector, leading
to a deterioration of the debt-equity position of enterprises in that
sector.

1/ The value-added deflator in manufacturing accelerated from an average
annual rate of 7.0 per cent in 1971-74 to 10.5 per cent in 1975-80, while
foreign value-added deflators in francs rose at 8.0-8.5 per cent in both
periods. The loss in competitiveness in the latter period was accompanied
by a squeeze on profit margins, as noted above.
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In the commerce and service sectors, there was also a decline in
the investment ratio but an increase in the self-financing ratio, indi-~
cating, as noted above, that in view of the high interest rates, enter-
prises in this sector have preferred to improve their debt=equity ratio
rather than step up their investment.

As a consequence of the lower rate of capital accumulation, together
with the reduction in employment, potential growth in the manufacturing
sector has since 1975 markedly decelerated. Staff estimates based on a
production function suggest that potential growth fell from an average
of 6.2 per cent in 1970-73 to 4.3 per cent in 1975~80., Compared with
other major industrialized countries, the decline in France was the
second largest after Germany, and France moved from the second highest
potential growth rate after Japan to the third highest after Italy.

2. Industrial policy

Industrial policy in France since the mid-1970s has sought to fos-
ter the development of a competitive industrial sector and to promote
exports, Emphasis was placed on promoting research and innovation, sup-
porting investment in energy-saving equipment, providing adjustment assis-
tance to help restructure ailing industries and diversify economic activ-
ity in depressed regions, and developing the export potential of small
and medium-sized firms. This policy was partly formulated in response to
the recession and large trade deficits which followed the first oil shock
and represented a departure from earlier policy which emphasized protect-
ionism.

These remain the major goals of industrial policy under the new
Government. In the two-year interim development plan (1982-83) heavy
emphasis 1s placed on modernizing industry and on channeling resources to
high technology sectors. Spending on research and development is to rise
from 1.8 per cent of GDP in 1980 to 2.5 per cent by 1985, 1In the 1982
budget, aid to industry is to be raised by 5Z.4 per cent to F 34.4 billion,
of which loans by the Fonds de Développement Economique et Social (FDES)
amount to F 7.9 billion, up from F 2.5 billion in 1981. Within the frame-
work of the plan, contracts will be negotiated by mid-1982 with the newly
nationalized firms setting the targets of industrial policy. Although
bound by these contracts, the firms would maintain full managerial
autonomy. It is through the pursuit of the goals of industrial policy
that the aim of reconquering the domestic market 1s to be achfeved. 1In
this context, the capital goods and textils sectors constituted a policy
priority. A three-year plan was announced in December 1981 designed to
develop and modernize the industrial equipment sector. The plan aims at
raising the share of exports in value added from 15 per cent to 35 per
cent and reducing import penetration from 60 per cent to 30 per cent
over three years at a cost of F 4 billion in subsidized loans and grants.
In the textiles sector, social security charges were reduced for firms
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which raised their investment without reducing employment, or modern-
ized their equipment and processes. The cost of the scheme, announced
in February 1982, was estimated at F 2 billion.

3. Nationalization of industrial groups

On February 13, 1982 the nationalization bill, presented to Parlia-
ment in October 1981, was signed into law. The bill provides for state
takeover of five industrial groups, 1/ the steel sector, two financial
groups and 39 banks. The Government had also taken majority control of
two aerospace and armaments companies in late 1981, 2/ and is to raise
its participation in the French subsidiary of a pharmaceuticals group
to 50 per cent, in three stages. 3/

Compensation for the five industrial groups will amount to about
F 17 billion, to be amortized over 15 years by issuing government-
guaranteed variable~rate bonds in exchange for privately held stocks.
The steel sector was nationalized through conversion of outstanding
government loans, amounting to F 13 billion, into capital. National-
ization of the eight industrial groups (including the steel, aerospace,
and armaments companies) will raise the share of industrial output under
state control from 10 per cent to 30 per cent, and the share of indus-
trial employment to 24 per cent.

The newly nationalized firms are to be run on a competitive basis
and to retain full decision-making authority within the framework of the
Covermment's regional and sectoral development plans. Investment and
employment policies would continue to be guided by profitability criteria,
although the time horizon affecting investment decisions might be length-
ened. Government control over the firms is to be exercised strictly
through contractual policy, to assure consistency with the Govermment's
industrial strategy.

b. Investment financing

Since 1975 a number of institutions have been set up to provide
support for industrial investment, mainly through subsidized loans.
There are four institutions which are set up as interministerial commit-
tees and are funded by the budget, particularly through the FDES: (a)
The Comité Interministériel d'Aménagement des Structures Industrielles
(CIASI), created in 1975, offers financial support to enterprises in
severe difficulties, but for which a workable industrial arrangement has

1/ Rh3ne~Poulenc, Thomson-Brandt, Saint-Gobain, Compagnie Générale
d'Electricité (GCE), and Pechiney-Ugine-Kuhlmann (PUK). Their activities
are mainly in the fields of electronics, chemicals, metals and atms.

2/ Dassault and Matra.

3/ TRoussel-Uclaf, subsidiary of Hoechst. The Government's stake 1n the
company is to rise through capital increases and through the acquisition
of privately held shares, including some Hoechst shares.
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been found. Its loans amounted to F 700 million in 1981. (b) The
Comité Interministériel pour le Développement des Investissements

et le Soutien de 1'Emploi (CIDISE), created in 1978, provides parti-
cipative loans to small and medium-sized firms with a shortage of
equity capital. OCperations in 1981 involved about F 800 million a
year for 500 firms. (c¢) The Fonds Special d'Adaptation Industrielle
(FSAI) was set up in 1978 to promote new employment-creatin? activities
in depressed regions, through parti<ipative loans and direct subsidies.
By now, however, it has used up aost of its initial endowment of

F 3 billion. Finally, (d) The Comité& de Développement des Industries
Stratégiques (CODIS) was established in 1980 to support growth indus-
tries, such as electronics and data processing, through FDES loans,
subsidies, and R and D financing.

Aside from these chennels, long -term financing to industry is also
provided by specialized credit institutions. Until 1979 the subsidy
element of such loans was limited to the cost of the intermediation
margin, whicn amounted to only 1-1.5 percentage points, or about
F 300 milljon a year. Both the subsidy element and the amount of credit
extended were subsequently raised substantially however, as interest
rates rose and the economy moved into recession. In addition to F 8 bil-
lion in public loans to industry at market rates appropriated for 1982,
subsidized loans of F 11 billion at 13.5 per cent and F 5 billion at
15.5 per cent would be extended to companies fulfilling certain require-
ments, such as investing in energy-saving equipment.
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Table 9 . France: Shares of Subsectors in Total Output,
Value Added, Investment, Capital, Employment, 1967-79 1/

(In percentages)

1967 1970 1975 1979

Manufacturing 2/

Output 32.3 34.5 34.0 34.0
Value added 26.8 28.7 28.5 28.6
Gross fixed capital formation 31.1 34.8 30.0 27.8
Capital stock 30,2 30.4 31.4 31.1
Employment 37.3 36.6 36.6 34.6
Commerce and services 3/
Output 27.8 27.9 29.9 30.9
Value added 36.8 36.1 38.2 39.3
Gross fixed capital formation 20.0 21.0 22.5 23.4
Capital stock 18.1 19.0 21.0 22.1
Employment 27.3 29.8 32.9 36.9
Other
Output 39.8 37.6 36.1 35.1
Value added 36.3 35.2 33.3 32.1
Gross fixed capital formation 48.9 44,3 47.5 48.9
Capital stock 51.7 50.6 47.6 46.8
Employment 35.4 33.6 30.5 29.0

Sources: INSEE, Les Comptes Nationaux Trimestriels en Base 1971;
Conseil Economique et Social, L'Investissement des Entreprises; and
staff calculations.

1/ All ratios computed at 1970 prices.
2/ Sectors U4 to U6 (consumer, intermediate and capital goods sectors).
3/ Sectors U8 and UlO (commerce and service sectors).
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Table 10. France: Value Added in Manufacturing

{In per cent)

Average Average Share in total
Nominal Volume Value Added
Growth Growth of Manufacturing 1/
1975-80 1975-80 1975 1980
Intermediate goods 10.3 1.6 42.8 38.9
Machinery and equipment
goods 13.5 4.0 24.6 26.5
Consumer durables 9.7 3.0 1.7 1.5
Motor vehicl!es and ground
transportation 18.8 2.8 8.4 11.9
Consumer goods 10.8 0.5 22.5 21.1
Total manufacturing 12.0 2.0 160.0 100.0
Total market sector 13.3 2.5 -- -

Sources: INSEE, Rapport sur les Comptes de la Nation; and staff
calculations,

1/ At current prices.
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Table 13. France: Sources of Change in Manufacturing Output

(Average annual rates in per cent)

1971-74 1975-80

Actual change in output 5.8 2.2
Attributed to:

Explanatory variables
Market growth
Foreign prices 1in francs
Capital stock
Energy prices
Labor costs
Trend

|
PNONMSLO

)
OWVWWOENY

SN0 0NN

oOrVERNnOO

Residual

o
(0]
o
~

Source: Staff estimates.
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Table 14. France: Investment and Self-Financing Ratios 1/

1970~ 1976-
1972 1973 1974 1975 1978 1979

Investment ratio
Manufacturing 17.9 15.4 14.2 13.7 13.9 12.7

Commerce and
service 15.5 16.2 14.2 13.4 13.3 11.8

Self-financing
ratio

Manufacturing 90.0 100.0 128.2 71.7 83.5 103.2

Commerce and
service 92.7 93.1 112.8 109.1 112.2 135.1

Sources: INSEE, Les Comptes Trimestriels en Base 1971;
and staff calculations.

1l/ Excludes noncorporate business.
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I1I. Public Finance

1. Developments in the public sector in 1981

Fiscal policy in France is mainly conducted through the state budget.
For the local authorities, and even more so for the social security funds,
spending and revenues ate to a large extent either legally predetermined
or depend on economic activity and on decisions taken by the State Govern-
ment. 1/

a. The state budget in 1981

The initial state budget for 1981 reflected the intention of the
authorities to balance three different objectives: stabilizing the tax
burden, containing the budget deficit, and providing some support to the
economy. In expenditures scheduled for 1981 priority was given to promot-
ing private investment and research, to defense and intermal security,
and to supporting large families and low-income households. Expenditure
of the ordinary budget was to grow by 17.6 per cent over the amount
originally envisaged for 1980. The budget was based on growth in real
GDP of 1.6 per cent and in nominal GDP of 12.3 per cents To allow for a
quick release of funds in case additional support to the economy were
needed, it also provided for a contingency budget authorizing additiomal
investment orders of up to F 6.5 billion.

The most important measures on the receipts side concerned a sub-
stantial increase in tax incentives for investment, and a nearly full
inflation adjustment of personal income taxation. Unlike the investment
incentives granted in 1979 and 1980, which entitled enterprises to
deduct up to 10 per cent of the increase in investment outlays from
taxable income, the budget for 1981 provided for a tax allowance of
10 per cent on the full amount of investment spending. In addition,
the scope of the incentive was widened and it was extended until the
end of 1985, 2/ The budgetary cost was estimated at about F 5 billion
for 1981 and would affect tax recelipts in 1982 and thereafter. Regarding
the adjustment of the personal income tax for inflation, tax brackets
were adjusted fully for the lowest income groups and somewhat less for
the higher ones. The differentiation reflected the continuation of a
government policy to increase the share of direct taxes in total revenues,
without burdening the lowest income groups. The budgetary cost of this
measure was estimated at F 11.8 billion, to which inflation adjustment
of tax allowances would add another F 0.8 billion. In addition, for
families with three or more children tax progression was to be lowered
further, implying a revenue loss of F 1 billion in 198l. Discretionary
revenue Iincreases in 1981 were expected to amount to F 4.3 billion,

1/ For a description of the major structural features of the public
sector, see France - Recent Economic¢ Developments (SM/81/36, 2/13/81),
p. 20.

2/ Besides this general investment incentive, a variety of regional
and sectoral incentives are granted (see SM/80/39, 2/11/80, Appendix I).
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implying a net loss in receipts of F 9.3 billion. Tax receipts after
revenue sharing and refunds were projected to grow by 18.5 per cent
over the initial budget for 1980, and total receipts by 18.9 per cent.
The deficit was forecast at F 29.4 billion (1.0 per cent of GDP), com-
pared with an initially budgeted deficit of F 31.2 billion and a final
outturn of F 30.3 billion (l.1 per cent of GDP) in 1980 (Table 15),

The weakening of economic activity -~ince the latter part of 1980
was associated with a slowdown in government revenues, while outlays
continued to rise rapidly, reflecting in part a sharp increase in sub-
sidies granted to the farm sector and the effect of high interest rates
on the servicing of government debt. In the ordinary budget of the
State, expenditures (on a cash basis) under the current budget law were
about 20 per cent higher in the first half of 1981 than a year earlier,
while receipts grew only by some 11 per cent. The deficit rose to
F 47.5 billion from F 18.3 billion in the first half of 1980. Including
transactions on the loans and advances accounts, the cash deficit of
the state budget in the first half of 1981 amounted to F 65.6 billion,
compared with F 40.6 billion in the same period of the preceding year.
The rise in the deficit would have been more pronounced had it not been
for the statutory imputation to the Treasury's account with the Banque
de France of valuation adjustments on official foreign currency reserves.
Mainly owing to the depreciation of the franc vis-3-vis the U.S. dollar
during the second half of 1980, the Treasury's account with the Banque
de France was credited with valuation gains of F 5.7 billion in the
beginning of 1981, whereas a year earlier the Treasury had to bear a
valuation loss of F 2.5 billion.

Developments in the state budget in the second half of 1981 were
marked by the social policy measures announced by the new administration
in early June and other decisions incorporated in the first supplementary
budget adopted in early August (Tables 16 and 17). Improvements in vari-
ous social benefits and the Government's contribution to financing part
of the increase in the minimum wage were estimated to raise the state
deficit of 1981 by F 5.2 billion and that of social security by F 2.6 bil~
lion. Further additional outlays of F 7.6 billion, mainly for 54,000 new
jobs in the public sector and the promotion of youth employment, low-
income housing, and industrial projects, were covered by tax increases.
Parliament adopted a temporary surcharge of 25 per cent on income tax
liabilities of more than F 100,000, a special tax of 10 per cent on
sundry expenses of enterprises, a windfall profit tax on banks and oil
companies, and an increase in the excise tax on petroleum products.

It was estimated by INSEE that for 1981 as a whole the effect of these
discretionary measures would be reflected in an increase of 0.7 per cent
1n real household income, of 0.3 per cent in private consumption, and of
0.2 per cent in real GDP, with the real fixed investment of enterprises
falling by 0.2 per cent. Further discretionary increases in expendi-
tures of F 11.8 billion, mainly involving additional assistance to pub-
lic and private enterprises, the housing-saving scheme, and farming and



unemployment compensation from the state budget, were decided in the

last two supplementary budgets of 198l. On the whole, discretionary
measures introduced by the new administration raised expenditures in

the 1981 state budget by F 24.6 billion, of which F 7.6 billion were
offset by discretionary revenue increases. Adjustments to correct for
underestimated expenditure items and a divergence of actual developments
in economic aggregates from those underlying the initial budget resulted
in a further increase in expenditures by F 26.4 billion and a net revenue
shortfall of F 3.3 biliion. On the whole, the latter adjustments coupled
with the discretionary measures raised the budget deficit (on an adminis-
trative basis) by F 46.7 billion to F 76 billion (2.5 per cent of GDP)
(Tables 16 and 17). 1/ The net cost to the budget of 1981 of measures

to reduce unemployment, after taking account of savings in unemployment
compensation and gains in social security contributions, was estimated

at F 1.2 billion, reducing the number of unemployed by the end of the
year by some 77,500.

b. Financing of the state budget deficit in 1981

According to preliminary estimates, the state government deficit on
a cash basis rose to about F 85 billion in 1981 from F 42 billion in the
previous year. After the statutory imputation of valuation gains on
official foreign exchange reserves to the Treasury's account at the Banque
de France, the deficits to be financed were reduced to some F 63 billion
and F 35.6 billion, respectively., Mainly owing to the marked increase
in the financing requirement and the weakness of the long-term financial
market during a large part of the year, the development of the monetary
financing of the deficit turned around sharply from the preceding year.
Whereas in 1980 Treasury operations absorbed F 7.3 billion of monetary
assets, in 1981 they boosted the money supply by about F 36 billion,
which accounted for 2.5 percentage points of the 12 per cent growth of

1/ The nationalization of the two iron and steel companies, Usinor and
Sacilor, and the acquisition of a majority state participation in Avions
Marcel Dassault-Bréguet Aviations and Matra did not affect the budget
balance. The former transactions, reflected in the second supplementary
budget of 1981, involved a capital expenditure of F 13.8 billion in the
ordinary budget, offset by a contemporaneous redemption by Usinor and
Sacilor of loans owed to the Fonds de Développement Economique et Social
(FDES), which is included in the state budget. The other transactions
took place outside the state budget. An initial state participation
in Dassault-Bréguet of 20 per cent through the holding company Société
de Gestion des Participations Publiques was raised to 46 per cent
through a donation by Mr. Dassault with an additional 5 per cent to be
acquired by a purchase of shares from the public. A state participation
of 51 per cent in Matra resulted in equal parts from an increase in
capital and the exchange of shares against 15-~year government-guaranteed
variable interest rate bonds issued by the Office National d'Etudes et de
Recherches Afrospaciales.
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M2 during the year, The pickup in monetary financing principally
reflected a sharp increase in the placement of Treasury certificates
with the banks, whereas borrowing from the Banque de France was essen-
tially matched by the valuation gains on foreign exchange reserves
credited to the Treasury's account.

The main source of nonmonetary financing was the purchase of
Treasury certificates and deposits by correspondents of the Treasury., 1/
Funds obtained from this source increased from about F 9 billion in 1980
to F 25-30 billion in 1981, with about F 20 billion stemming from the
Caisse des Dépdts et Consignations. A government bond issue of F 10 bil-
lion was placed in January 1981 but further recourse to this source was
withheld through early September, when the Treasury issued bonds with a
maturity of six years and a record yleld of 16.75 per cent. As subscrip-
tions were unexpectedly buoyant, the amount of the issue was raised from
the initially scheduled F 8 billion to F 15 billion. As the next govern~-
ment bond issue of F 10 billion, with a maturity of eight years and a
coupon of 16.2 per cent, was not forthcoming until January 1982, gross
issues by the Treasury in 1981 were F 6 billion lower than the record
amount of F 31 billion in 1980. Since redemptions of bonds almost
doubled, net Treasury financing through the bond market declined from
about F 28 billion in 1980 to F 19 billion in 1981 (Table 18). Moreover,
net purchases of Treasury certificates by the public of F 1 billion in
1980 were followed by net sales of F 2 billion in 198l and the other
normmonetary sources of Treasury financing showed a further negative
swing of the order of F 20 billion. The latter turnaround reflected in
part a marked increase in bank-guaranteed loans (obligations cautionnées)

granted by the Treasury in association with a deferral of tax payments.

C. Local authorities and social security in 1981

After an extended debate, legislation of January 10, 1980 reformed
the system of local authority taxation (business tax, dwelling tax, and
two real estate taxes). 2/ From 1981 on, each nunicipality was empowered
to set the rate schedule freely for the dwelling tax and the two real
estate taxes, up to 2 1/2 times the average rate on a departmental or
on a national level (whichever is higher). The rate for the business
tax, which is by far the most important local tax, can be raised up to
the average rate of the former three taxes imposed by the municipality.
Notwithstanding initial difficulties involved in the application of
the new procedures, it was found that for more than 93 per cent of munici-
palities the estimated outturn of revenues was within 1 per cent of the
amounts voted in the respective budgets. In 1981, with both revenues

1/ Excluding postal checking system, whose deposits are included in
monetary financinge.

2/ Taxe Professionnelle; taxe d'habitation; taxe fonciére des prop-~
riétés and taxe foncidre des propriétés non bdties.
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and expenditures growing by somewhat less than 15 per cent, the finmancial
deficit of local authorities remained at a level of 0.6 per cent of GDP.
As in previous years, it was predominantly financed by borrowing from
semipublic financial institutions, mainly the Caisse des DEpbts et
Consignations, at privileged interest rates.

Mainly owing to an acceleration in the rise of health costs, the
lapse in February 1981 of the 1 percentage point temporary surcharge on
the contribution rate of employees to health insurance, sluggish economic
activity, as well as discretionary increases in social benefits, l/ the
financlal balance of the main social security funds for wage and salary
earners, on an administrative basis (excluding unemployment insurance)
was estimated to change from a surplus of F 10.7 billion in 1980 to
deficits of F 10.2 dillion in 1981, and F 25.8 biliion in 1982. However,
in November 1981 the Government introduced a package of measures to
balance the accounts in both years. Most of the decisions took effect
retroactively on November 1, 198'. The contribution rate itc health
insurance was increased by 1 percentage point for wage earners, civil
servants, and formerly exempted unemployed persons whcse unemployment
benefits exceed the minimum wage. This, together with a change to a
semiannual pattern in the formerly annual adjustment ¢f the income ceil-
ing for coatributions and other measures affecting employees was estimated
to yield supplementary revenues of some F 17 billion. For employers, the
celling was raised by an additional 3.5 percentage points, which coupled
wvith the semiannual adjustment and othe> decisions affecting nonsalaried
persons, yielded new receipts of F 12.5 billion. An accelerated reimburse-
ment of funds owed by enterprises to the social security system and an
increase in the tax on car insurance earmarked for social security bene-
fits are estimated to result in additional revenues of F 3 billion and
F 1 billion, respectively. The remainder of the cumulative deficit of
F 36 billion would be covered by a F 2.5 billion subsidy from the state
budget of 1982. Given the rapid rise in unemployment, benefit payments
considerably exceeded receipts at the existing contrihution rates and
the deficit of the unemployment fund on an administrative basls was
estimated at F 6 billion for 1981 and F 12 billion for 1982. To finance
the deficit of F 12 billion through the first half of 1982, the third
supplementary budget for 1981 authorized the Government to guarantee a
F 6 billion loan placed by the unemployment insurance fund with institu-
tional investors and an exceptional state subsidy of F 6 billion was
appropriated in the 1982 budget.

d. General government in 1981

On a national accounts basis, the state deficit 1is officially esti-
mated to have widened from F 3 billion in 1980 to F 53 billion in 1981.

1/ See footnote 2 of Table 17, p. 42. Further improvements in social
benefits were scheduled to take effect at the beginning of 1982, mainly
affecting health insurance coverage and family and old-age allowances.
After taking account of planned savings in health insurance of F 3.8 bil-
lion, they were estimated to raise the deficit in 1982 by F 3.9 billion.
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The deficit of local authorities rose only moderately, to F 18.4 billion.
Albeit a substantial deterioration occurred in the financial balance of
the social secvrity funds from their sizable surplus in 1980, their defi-
cit on a national accounts basis in 1981 was limited to F 5.5 billion
(0.2 per cent of GDP). On the whole, the financial balance of the general
government is estimated to have changed from a surplus of F 10.4 billion
(0.4 per cent of GDP) in 1980 to a deficit of some F 74 billion (2.4 per
cent of GDP) in 198l. The turnaround mainly reflected a rise in the
proportion of public sector expenditures in GDP by 2.5 percentage points
to about 46 per cent in 1981 (Tables 19-23). Estimates based on the
cyclically neutral budget concept suggest that state government oper-—
ations provided an expansionary impulse of about 1 per cent of GDP in
1981, following a notable withdrawal of stimulus in the preceding year.
However, this measure does not reflect either multiplier or lagged
effects of budgetary developments on the economy. Since major addi-
tional expenditure commitments were made in the latter part of the year,
their effect may be felt in part in 1982. The budgets of the local
authorities remained essentially neutral and the impulse over 1980 pro-
vided by the social security system together with that of the state bud-
get, is estimated to have amounted to about 1.5 per cent of GDP, rever-
sing the trend of the previous two years (Table 24).

2. Prospects for the public sector in 1982

a. The state budget for 1982

The state budget for 1982 focuses on three major government objec—
tives, to sustain economic growth and employment, to promote the effi-
ciency of the economy, and to redistribute incumes so as to moderate
inequalities. Against the background of an officially projected growth
of GDP by 3. 1> per cent in real terms and by 17 per cent in nominal terms,
outlays in the ordinary budget are foreseen to rise by 28 per cent and
revenues by 19 per cent against the initial budget for 1981 and by
17 per cent and 18 per cent, respectively, against the estimates of 1981
after the end-year supplementary budgei, resulting in a deficit of
F 83.8 billion, Including net expenditures under the loans and advances
accounts, the deficit is budgeted to rise to F 95.5 billion, equivalent
to 2.6 per cent of GDP (Table 15). 1/

A sustainment of demand and employment is scheduied to stem in par-
ticular from a rise in social benefits, transfers to bolster employment
in the private sector, and a 15.6 per cent increase in budgeted outlays

1/ The nationalization, as of February 13, 1982 of various industrial
groups and financial institutions involves an exchange of shares of
former stockholders against government-guaranteed l5-year variable inter-
est rate bonds to be issued by two newly established holding companies,
th+ Caisse Nationale de 1l'Industrie and the Caisse Nationale des Banques.
In Lhe state budget F 2 billion are appropriated for the creation and the
initial working capital of these holding companies,
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on wages and salaries. The latter will be absorbed primarily by the
creation of 61,000 new jobs in the public sector in 1982, Together with
additional jobs in healith and social services supported by the 1982 bud-
get and with those authorized by the first supplementary budget of 1981,
public sector employment will rise by about 125,000 over the 18 months
through the end of 1982. This compares with an average growth of public
sector jobs by some 25,500 a year letween 1974 and 1980, which was reduced
to about 1,900 in the initial budget for 198l1. Appropriations for wages
and salaries are further based on the intent to keep average real earnings
in the public sector stable in 1982 with some leeway for an increase in
the lower brackets. At an estimated net cost to the budget of F 6.3 bil-
lion, measures to alleviate unemployment, including job creation in the
public sector, and the youth employment and early retirement schemes, 1/
are expected to lower the number of unemployed by 95,000 by the end of

the year.

Appropriations for capital expenditures are scheduled to increase by
28 per cent as against the initial budget of 1981, with particularly rapid
growth in outlays for housing construction and renovation. However, bud-
geted capital outlays are lower than those of 1981 after the end-year sup-
plex>-ntary budget. In an effort to prevent the budgetary support to eco-
nomic activity from fueling inflationary pressures and entailing a dete-
rioration of the external accuunt, the authorities foresaw measures to
enhance the expansion of productive capacities, and to give priority to
raising outlays with a low import content. The measures foreseen to
bolster the supply side include a doubling, as against the 1981 budget,
in spending appropriations for subsidies to industry, in particular to
support innovation, data processing, communications, new energy sources,
and the aerospace industry, a 30 per cent rise in expenditure authori-
zations for nonmilitary research, and numerous budgetary measures in
support of 3®mall and medium-sized enterprises, particularly in the indus-
trial sector. Much of the assistance provided to industry is designed
to enhance import substitution and to strengthen the export potential
of the sector. Moreover, defense expenditure 1is budgeted to rise by
17.6 per cent to 3.9 per cent of GDP. Given the widening of the budget
deficit and higher interest rates on new debt, outlays on servicing
public debt are expected to rise by more than 40 per cent.

In the framework of a package of measures decided in the wake of
the devaluation of the franc within the EMS on October 4, 1981, the
Government announced a freeze of F 16 billion of investment outlays
foreseen in the 1982 budget. These expenditures would be released only
if warranted by the economic situation.

State revenues in 1982 will be affected by the slowdown in household
incomes and the deterioration of business profits in 1981, the full index-
ation of income tax brackets on the rise in consumer prices, and various

1/ The youth employment program is in force through the middle of 1982.
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discretionary tax increases. 1ln the light of the weakening of the tax
base and a revenue loss of about F 16 billion stemming from a uniform

13.5 per cent inflation adjustment of income tax brackets and deductions,
the share of fiscal revenue in nominal GDP would ha re fallewn by about

1 percentage point as agalinst that foreseen in the 1981 budget. With

the gross discretionary revenue increases estimated at some F 32 billion,
total fiscal receipts are expected to grow roughly in line with the pro-
jected increase in nominal GDP of 17 per cent over the estimated outturn
of 1981, leaving the state tax burden, after revenue sharing and refunds,
practically unchanged at about 18.5 per cent of GDP. The discretionary
measures to raise revenues primarily affect direct taxes and reflect the
authorities' endeavor to moderate inequalities in the distribution of
income and wealth. Discretionary increases in direct taxes amount to
approximately F 20 billion, mainly encompassing a surtax on higher incomes
to help finance unemployment benefits, a new wealth tax, a tax on corporate
expenses mainly benefiting senior management, and special taxes on windfall
profits of banks and petroleum companies. Discretionary increases in
indirect taxes, totaling abcut F 12 biilion, apart from contributing to
the containment of the budget deficit, are expected to provide an induce-
ment to shifts in consumption patterns, as they mostly affect gasoline
consumption, the consumption of tobacco and alcohol, and car ownership.

b. General gouvernment in 1982

The official projections on a national accounts basis for the general
government consistent with the state budget for 1982 are for a growth of
both expenditures and revenues at some 18.5 per cent. Against the back-
ground of the rise in the deficit and high interest rates, interest pay-
ments are forecast to increase by more than 28 per cent to 4.4 per cent
of total outlays. A further marked increase of almost 20 per cent is
projected for social transfers, which represent more than half of con-
solidated expenditures. Although scheduled to pick up against the pre-
ceding year, the rise in public consumption and investment outlays is
expected to stay below the average of all expenditures; the most pro-
nounced acceleration against previous years is foreseen for fixed invest-
ment, reflecting a sharp increase in investment spending by local author-
ities, which account for abou* 80 per cent of public sector investment.

Notwithstanding discretionary tax increases, the projected rise of
about 16 per cent in tax revenues lags behind the official forecast of
GDP growth, mainly owing to the full indexation of the income tax on the
CPI and the weakness of incomes estimated for the previous year, on which
income tax liabilities for 1982 are assessed. The pickup in receipts
from indirect taxes mainly reflects the projected recovery of activity
and the increase in the tax on petroleum products, while revenues from
capital taxes will be boosted by the introduction of the wealth tax.
Because of the expected pickup in incomes and increases in contribution
rates to soclal security, the rise in contributions is foreseen to double
to about 24 per cent as against 1981 (Table 19). This accounts for the
renewed increase in the share of consolidated taxes and social security
contributions in GDP to 40.7 per cent in 1982 (Table 23).
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The general government deficit on a national accounts basis is
officially projected to rise to F 83 billion (2.3 per cent of GDP)
(Tables 19 and 23). According to the cyclically neutral budgei concept,
this suggests a neutral stance of fiscal policy (Table 24).

Ce. The local authorities and the decentralization program

The decentralization program to be completed in 1983, involves a
transfer of decision-making authority from the Central Government to
local authorities. Any delegation of competence would be accompanied by
a transfer of resources, either by shifting certain taxes to local
authorities or by providing them with untied transfers from the state
budget. Although the reform would alter the mix of public finances it
would not affect their level. The principle that local authority budgets
must be balanced will remain in force and the authority cf prefects to
enforce this principle will be maintained, while procedures will be
simplified. The first decentralizaton bill, signed into law in February
1982, defines the legal structure of local authority decisiormaking and
establishes the system of ex post control over the budgets of local
authorities. Further legislation to be introduced by 1983 will specify
the distribution of authority between the State and the three levels of
provincial government.

Progress in providirz local authorities with untied funds from the
state budget has already taken place with the replacement of the local
tax by the versement représentatif de la taxe sur les salajres from
the state budget to finance operational expenditures of communities.
The funds amount to abc it F 50 pillion in 1982 and supplement untied
funds of F 7 billion provided to local authorities under regulations
in force since 1975 to refund VAT payments on local investment projects.
New legislation will allow for untied investment subsidies (dotation
globale d'équipement) to be freely used for the financing of local pro-
jects or for amortization. However, the State Government wili retain
responsibility for overseeing large communal projects entailing finan-
cial commitments for other public authoraities.
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Table 15 France State Budget, 1980-82 1/

(Administrative basis, in billions of france)

1980 1981 1982
Initial Aftar end=year Final Inicial Afcear end-yvear Initial
budget supplementary out= budget supplemantary budget
lav budget turn 2/ lav budget lav
Expendituras
Ordinary budget $25 0 566.0 5719 5 3/ 617 5 675 8 788 &
Current expenditure &/ 3717 % 402 9 401 W2 6 480.1 578.1
Capital expenditure 5/ 419 57 6 57.4 6/ 51.9 72.2 66 2
Defenne 7/ 108 4 105 8 92.1 123 2 123.7 144 4
Special acccunts, nat -2 =0 2 ¢.1 «0.2 Q.2 «0.3
Loans and advances sccounts §/ 19.0 81.9 81 8 0.1 96.8 109.2
Revanues
Qrdinary budget, naet 497 9 526 8 546 .0 592.1 596.5 704 6
Tax cevenus 567 7 597 0 $97 ¢ 671.2 682.3 797.6
Nontax tevanue 278 93 50,0 3/ 5.1 14,3 4.3
Lsss: RNavenus sharing
and refunds 97 ¢ -101.5 -102.6 -114.2 -120,1 =-134.3
Loans and advances accounts 114 87.4 86.6 &/ 86.3 100.1 97.7
3alances
Ordinary budget =27.2 41 2 -35.1 =25 & =19.4 -83.8
Loans and advances accounts =40 S 4 4,8 -4.0 3.3 ~l1 6
Overall balance =31 2 =35 8 =30.3 «29 4 =76.0 -95 5

Scurces  Assemblée Nationals, Projet de lLoi de Finances pour 1982, Rapport Bconomique at Finascier, Ministdra ds 1'Economie
ot des Pinances-Budget, Les Notes Blesues, and daca provided by the French authoricias.,

1/ Excluding transactions with the TMF and the Fonds de Stabilization des Changes.

2/ Dsts include revenues and expenditures under “earmarked account and other dispositions not included ia tnitial or supple-
mnury budgats.

3/ Including earmstked accounts (fomds de concours), accuunting for expenditures of T 21 1 biliica and revesuss of
F 20.7 billdion in 1980, not {ncluded in initial or supplementary budgets.

4/ vages, salaries, old-age pensions (including pensions for military persomnel), outlays for goods and servicas for non-
defenss purposes, interest on the public debt, and cranefers.

3/ Tavestment end investaant aids.

5/ Tacluding P 12.4 billice for the conversion of debc by Electricité de France iato share capital.

7/ Current axpenditure (including wvages and salarias) and capital expenditura.

8/ Including other special accouats,
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Table 16 France State Budget tor 19681

First Second Third Fourth Sudget after
supple- supple- aupple- fupple=- end-year
lnitial sencary aancacy mancary nantary supple-
budget budget 1/ budget 2’/ budget budget aentary
lav Aug ) Nov 28 Dec 31 Dec 11 budget
Expendicuraes
Ordinary budgat 617 521 28,282 13,804 13,449 2,751 675,807
Cuttent expanditute 442,649 25,427 - 10,093 1,976 480,135
Capital expanditure 51,871 2,698 13,804 3,051 7% 72,199
Defense 123,211 156 - 305 - 123,672
Special accounts, nat =210 1 - - - ~209
Loans and advances accounts 90,246 6,962 - -3%0 -— 96,798
Havenues
QOrdinary budgee, net 592,104 7,606 -~ -3,25 - 596,460
Tax revenues 671,168 7,567 - 3,561 - 682,296
Incoms cax 135,226 3,115 - -656 - 137,085
Corporate income tax 64,660 -— -~ 5,140 - 69,800
Other diract taxes 52,710 3,220 - 6,001 -~ 61,931
Valug-added tex 299,130 246 - -4,376 - 295,000
Customs duties (incl tax on
petroleum products) 55,988 816 - -904 - 55,900
Other indirect taxes 63,454 =30 -~ -1,644 an 61,780
Nontax reveaues 35,143 39 -~ =922 -— 34,260
Taxas levied for local suthortties «45,307 - - =46 -~ =45,353
Taxes levied for EEC -23,300 -— - o7 - -22,993
Tax alleviations and refunds =45,600 - - ~6,150 - =51,750
Loans and advances accouns 86,279 20 13,804 - - 100,103
Balances
Ordinary budgst «25,417 -20,676 -13,804 -16,699 =2,751 =79,347
Loans and advancaes accounts -3,967 -6,922 13,804 390 -— 3,308
Ovarall balance -29,384 -27,598 - -16,309 -2,751 =16,042

Sources Assemblée Jationals, Projet de Lot de Finances pour 1982, Rapport Economique st Financisr, aad Ministdre ds 1'tconomie ot

des Financas=Budget, Les Notes Blaues.

1/ Including smendments by decree of June 5, 19A1
2/ Coovarsion of losns to Usinohand Saciler into shares after mationalizatioa.
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Table 17, France: Main Factors Affecting the Development of the State Budget
in 1981 1/

(Adminiscracive presencation; in billions of francs)

First Third Fourth
supple- supple=- supple-
@entary mentary mentary
budget budget budget Total
Discretionary measures
“hanges in expendigures 12.8 90 2.8 24.6
Social policy 592/ 2.7 3/ -- 8.6
Employment policy 2.8 &/ - - 2.8
Tnvestment policy and assistance
to enterprisas 4.0 5/ 7.2 6/ 2.8 7/ 14.0
Miscellaneous measures -- -0.9 8/ - -0.9
Changes in revenues 7.6 9/ - -- 7.6
Changes in budget balance -5.2 -9.0 =2.8 «17.0
Adjustments of budget estimates
Changes in expenditures 22.4 10/ 4011/ - 26.4
Changes ia revenues -~ =33 12/ - -3.3
Changes in budget balance ~22.4 -7.3 - =29.7
Overall changes in budget balance =27 6 -16.3 -2.8 -46.7

Sources Ministédre de l'Economie et des Finances-Budget, Les Notes Bleuas.

1/ Excluding the transactions of the second supplementary budget involving the conversion of
loans to Ugigor and $acilor into shares after nationalization

2/ A 25 per cent increase in family allowances as from July 1; a 50 per cent increass, in two
equal steps on July 1 and December 1, in housing allowances; a 20 per cent increase on July 1l in
allowances for the elderly and adult handicapped; additional social benefits to farmers and others;
and the Government's contribution to financing part of the increase in the minimum wage by 10 per
cent. Estimate includes interest on corresponding rise in public debt, but excludes effect of
F 2 6 billion on deficit of social security.

3/ Unemployment compensation and assistance to migrant foreign workers.

4/ Increase in public employment and appropriations for youth employment and vocational
training schemes.

5/ Support for 50,000 low-income housing units, for raising the funds of the FDES and of the
Fonds Spécial d'Adaptation Industrielle (FSAIL), and for promoting energy conservation, research,
and industrial policy projects

6/ Capital and current transfers to public enterprises and aid to private enterprises and the
housing-saving scheae.

2/ Various forms of assistance to agricultural enterprises.

8/ Mainly reflecting new appropriations for remuneration and cost of fuel comsumption in the
defense budget, and cancellations of earlier appropriations.

9/ A temporary surcharge of 25 per cent on 1980 income tax liabilities in excess of F 100,000,
a special tax of 10 per cent on sundry expenses of corporations, special taxes on windfall profitcs
of banks and petroleum companies, an increase iu the tax on petroleum products, modifications in
the deductibles of the inheritance and donations taxes, a levy of 5 per cent on the 1980 profits of
labor-pooling enterprises, and various taxes on yachts and luxury hotels

10/ Revisions for underestimated outlays of initial budget law of F 7 billion for government

debt gervicing, guarantees, interest subsidies, and subsidies to housing-saving scheme, F 4.2 billion
for benefits to unemployed and early retirees, F 3 2 billion for subsidies to public enterprises,

F 2 billion for loans by the FDES, and F 6 billion for miscellaneous subsidies and loans to health
services, agriculture, shipbuilding, navy, etc.

11/ Adjustments owing to different than initially projected economic developments, zainly

affecting wages and salaries, and pensions.

12/ Revisions for overestimated indirect tax revenues and for underescimaced direct tax receipts

and tax alleviations and refunds.
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Table 19. France: General Government Operations, 1978-82

(National accounts basis)

In billions In per cent

of francs of total Percentage change
1980 1980 1978~ 1979 1980 1981 1/ 1982 2/
ixpenditures
Interest payments 45.9 3.8 20.9 23.2 22.1 39.6 28,3
Functional expenditures 423.1 35.2 12.9 13.8 15.2 15.7 16.7
Wages and salaries 220.7 18.4 12.9 12.5 15,2 14,9 16.6
Intermediary consumption 125.2 10.4 16.5 15.6 5.4 18.2 17.2
Investment 77.2 6.4 9.2 13.9 15.0 14.3 16.4
0f which:
Fixed capital (15.0) (6.2) (4.4) (12.4) (15.3) (13.0) (17.3)
Domestic transfers 708.3 58.9 17.6 14.8 14.4 19.5 18.7
Social transfers 620.8 s1.7 18.5 15.8 15.3 19.9 19.7
Other transfers 3/ 87.4 7.3 11.8 8.5 8.7 17.2 11.0
Transfers to rest of world 24.5 2.0 9.4 17.2 12.4 18.5 16.1
Total expenditures 1,201.8 100.0 15.8 14.9 14.9 19.0 18.4
levenues
Tax receipts 639.5 52.8 12.7 17.3 16.8 12.4 15.9
0f which:
Taxes on production and
imports (397.0) (32.8) (15.3) (18.6) (13.7) (10.6) (15.8)
Taxes on income and
property (236.0) (19.5) (8.3) (14.7) (22.6) (15.1) (14.5)
Social security contributions 466.2 38.4 14.0 20.4 18.0 11.7 23,7
Marketed production N 47.8 3.9 17.5 15.0 12,5 15.1 15.1
Other revenue 58.6 4.8 5.8 12.4 30.2 3.9 13.0
Total revenue 1,212.1 100.0 13.0 18.1 17.7 11.8 18.7

(In billions of francs)

Financial balances

Central Government con aes -27.1 =20.6 -0.9 =50.3 .o
0f which:
State (...) (and) (-28.2) (=23.3) (=3.1) (-52.8) (end)
Local authorities ces .e -15.3 =13.1 -16.1 -18.4
Social securicy ces - 2.9 17.9 27.3 -5.5
General government cee .es -39.5 -15.8 10.4 =74.3 -83.0

Sources: INSEE, Rapport sur les Comptes de la Nation, 1980; and Agsemblée Nationale, Projet de Loi
de Finances pour 1982, Rapport Economique et Financier; and data provided by the French authorities.

1/ O0fficial estimate.
2/ Official forecast.
3/ Mainly subsidies.
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Table 22, France: Operations of the Social Security System, 1978-81

(National accounts basis)

In billions In per cent
of francs of total Percentage change

1980 1980 1978 1979 1980 1981 1/
Expenditures
0ld age benefits 217.2 39.2 17.5 16.0 14,4 )
Health benefits 176.3 31.8 19.5 17.1 15.9 )
Family benefits 68.0 12.3 18.1 14.5 18.1 ) 20.7
Unemployment benefits 33.5 6.1 46.2 42.6 40.7 )
Accident beneficts 22,4 4.0 13.3 10.6 10.4 )
Other 2/ 37.5 6.7 18.8 12.0 15.9 13.1
Total expenditures 554.8 100.0 19.1 16.7 16.6 20.2
Revenues
Employers' contributions 339.8 58.4 14.4 16.6 15.7 13.3
Employess' contributions 125.6 21.6 13.6 30.2 24.5 7.2
Other contributions 3/ 33.6 5.8 15.5 27.5 19,2 15.2
Public transfers 69.1 11.7 28.0 21.8 21.7 23.7
Other 14.0 2.5 4.4 -1.8 -2.1 24.3
Total revenues 582.1 100.0 15.3 20.3 17.9 13.6
(In billions of francs)
Financial balance ces e 2.9 17.9 27.3 =-5.5
Of which:
Main insurance fund 4/ “ee v -7.5 4.2 13.2

Of which:

Unemployment insurance ces ces (=0,4) (0.6) (2.2) (ond)
Fund for other private employees 5/ ces ces 1.4 3.1 3.7 .
Fund for public employees 6/ ces ces 3.3 3.9 1.9
Supplementary old age insurance

funds 7/ cos v 5.4 6.1 6.4

Sources: INSEE, Rapport sur les Comptes de la Nationm, 1980; Asgsemblée Nationale, Projet de Loi
de Finances pour 1982, Rapport Economique et Financier; and data provided by the French authorities.

1/ o0fficial estimate.
2/ Including wages and salaries, expenditures on goods and services, transfers, and investment
outlays.
3/ Contributions by self-employed or nonemployed.
4/ Régimes généraux.
5/ Régimes spéciaux.
6/ Régimes statutaires.
7/ Régimes complémentaires.



- 48 =

Table 23. France: Indicators of the Relative Importance of
the Public Sector, 1978-82

(National accounts basis; in per cent of GDP)

1978 1979 1980 1961 1/ 1982 2/

General government 3/

Expenditure 42.95 42,9 43.6 46,1 46.7
Taxes and social security

contributions 37.1 38.6 40.1 40.0 40.7

0f which:

Social security contri-

butions (15.3) (16.2) (16.9) (l16.8) (17.8)
Financial balance -1.9 -0.7 0.4 -2.4 -2.3
State

Expenditure 20.4 20.5 20.7 21.9 .
Taxes 17.3 17.9 18.5 18.5 18.4
Financial balance -1.3 -1.0 -0.1 -1.7 .o

Memorandum items:
Financial balances of general

government

Germany -2.7 -2.9 -3.4 -4,5 “es
Italy -9.7 -10.0 -8.7 -11.6 ces
United Kingdom -4.3 -3.2 -3.5 -2.5 ‘e
Netherlands ~4.4 =5.0 -5.8 -6.7 ces
Belgium ~7.2 -9,1 -12.1 -15.9 ves

N
Sources: INSEE, Rapport sur les Comptes de la Nation, 1980; Assemblée
Nationale, Projet de Lol de Finances pour 1982, Rapport Economique et
Financier; and IMF European Department.

1/ oOfficial estimates for France and staff estimates.

2/ Official forecast.

3/ 1Including Central Govermment, local authorities, and social
security funds.
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lable 24, France Cvclical Impact of Public Sector
Operations, 1978-82

(National accounts basis)

1978 1979 1980 1981l/ 1982g
(In per cent of GDP)
Actual financial balance
Central Government -1.3 -0.9 - -1.8 .o

Of which:

State (-1.3) (-1.0) (-0.1) (-1.7) (ond)
Local auth-~rities -0.7 -0.5 -0.6 -0.6 N
Social security funds 0.1 0.7 1.0 -0.2 oo

General government -1.9 -0.7 0.4 -2.4 -2.3
Cyclical effect 3/
Central Government 1.6 1.0 -0.2 1.1 e

O0f which:

State (1.4) (1.0) (-0.2) (0.9) (...)
Local authorities -0.3 -0.5 -0.5 -0.7 -
Social security funds -0.1 -0.7 -1.2 -0.4 o e

General government 1.2 -0.2 -1.9 - -

Change 1n cyclical effect 3/
Central Government 0.7 ~0.4 -1.5 1.1 e

Of whach:

State 0.7) (-0.3) (-1.1) (1.1) (.od)
Local authorities -1.2 -0.2 -0.1 -0.2 ‘e
Social security funds 0.5 -0.6 -0.1 0.7 e

General government l.0 -1.2 -1.7 1.6 -

Sources: INSEE, Rapport sur les Comptes de la Nation, 1980;
Assemblé&e Nationale, Projet de Lol de Finances pour 1982, Rapport

Economique et Financirer; data provided by the French authorities;
and staff calculations.

1/ Based on official estimates.

2/ Based on official forecasts.

3/ The cyclical effect 1s calculated by subtracting the actual
financial balance from the cyclically neutral financial balance.
The latter 1s derived by projecting expenditures 1in line with the
growth of potential GDP, and receipts in line with the gr-~wth of
actual GDP, both 1in value terms.

/
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IV. Monatary Policy and Developments

1. Developments in 1981 1/

a. The monetary target

Reflecting the intent of the authorities to contain inflationary
pressures, the monetary target set for 1981 allowed for an increase in
the money supply (M2) by 10 per cent during the year. It represented a
slowdown by 1 percentage point as against the previous year's target,
but corresponded roughly to the actual expansion of My at 9.7 per cent
during 1980 (Tables 25 and 26). Assuming a steady expansion of M5 dur-
ing 1981, the target implied a year-on-year average increase of about
11 per cent. Thus, compared with a contemporanecus official projection
for the growth of nominal GDP of 12.3 per cent in 1981, the prospect
was for an acceleration in the income velocity of My by more than 1 per
cent, a somewhat higher rate than occurred in 1980.

When establishing the target for 1981, the authc i 2xpected
that the contribution to the growth of Mo of the evolutic. of net offi-
cial reserves and of the monetary financing of the budget deficit by the
Treasury would be maintained at its level of F 20 billion envisaged for
1980. 2/ Moreover, after taking account of expected developments during
1981 with respect to bond issues and the own resources of financial
institutions 3/ as well as to other miscellaneous factors affecting the
growth of My, 4/ it was concluded that the achievement of the monetary
target required a limitation of the expansion of bank lending to the
economy to some 10 per cent. 5/ This compared with a correspondingly
projected rise of 11 per cent and an actual increase of 14.5 per cent
during 1980. 5/

In an effort to contain the growth of bank lending within the scope
of the target in 1981, the authorities tightened the credit growth ceill
ings for the majority of the institutions subject to the encadrement
(Table 27). On the other hand, against the background of the slow
expansion during 1980 of preferential credits only partially subject

1/ For a description of financial institutions and monetary policy
instruments see France - Recent Economic Developments (SM/81/36, 2/13/81).

2/ The outturn on this combined item in 1980 was F 18 billion.

3/ Both are deductible from the expansion of bank credit subject to
growth ceilings under the encadrement.

4/ Mainly reflecting the domestic banks' liabilities to foreign banks
and correspondents associated with the extension of foreign currency
credits to the economy.

5/ After elimination of the statistical bias attributable to the
establishment at the end of 1980 of two banking institutions, Crédit
d'Equipement des PME (CEPME) and Banque Populaire Fédérale de Développe-
ments (BPFD); the predecessors of the two banks were classified as
nonbank financial institutions.
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to the encadrement (Tabie 28}, it was decided to lower the propo:tion
of the increase in such credits included under the ceilings from 50 per
cent for the latter part of 1980 to 40 per cent for 1981.

b. Monetary developments

In 1981, the pace and pattern of movements in monetary and finan-
cial flows have undergone a substantial change from the previous year.
In the early part of 1981, the increase in all major monetary aggre-
gates picked up considerably. Although the growth of the money supply
slowed down from a seasonally adjusted annual rate of 22.5 per cent
during April/May to some 7 per cent during June, it picked up again in
the subsequent two months, raising the annual average rate to 17.7 per
cent during January-August, 1981 (Table 25). In the light of the
approaching elections period, there was a notable increase in liquidity
preference, reflected in an acceleration in the growth of narrow money
(M1) from about 7 per cent during 1980 to an annual rate of some 19 per
cent during January-May 198l. Moreover, given the liberalization of
interest rates on time deposits since mid-1979, permitting a remunera-
tion of certain deposits at a rate near the going money market rates,
the sharp increase in short-term interest rates from March 1981 led to
a placement of funds by individuals and institutional investors in time
deposits instead of savings deposits and securities.

As to the sources alimenting monetary expansion, the increase in
official foreign reserves continued to boost the money supply in the
early part of the year, but it turned around subsequently (Table 29).
The monetary financing of the budget deficit, which had exercised a
dampening effect on My during most of 1980, became an important source
of monetary growth in 1981. Notwithstanding a marked pickup in the
Treasury's absorption of nonmonetary resources from its correspondents,
chiefly the Caisse des DEpSts et Consignations (CDC), owing to the
widening of the deficit and the weakness of the bond market, the Trea-
sury's monetary borrowing at F 50.5 billion during the first eight
months of 1981 was about double the amount of a year earlier. The
growth of bank lending to the economy accelerated from the middle of
1980 and continued at an annual average rate of about 19 per cent during
the first eight months of 198l1. However, this development was affected
by the depreciation of the franc, mainly vis-3a-vis the U.S. dollar,
which boosted the value of credits granted in terms of foreign currency.
Bank credits in francs to private residents grew at a year-on—year rate
of somewhat less than 14 per cent (Table 30). Furthermore, there was a
pronounced alteration in the pattern of bank lending to the economy.
During 1980 as a whole, such lending grew noticeably faster than was
envisaged at the time the monetary target was established. Nonetheless,
this generated only a modest unexpected contribution to the increase in
the money supply (Table 25). The boom in the securities market enabled
banks to raise substantially their bond issues, which provided additional
scope for lending outside the confines of credit growth ceilings, but at
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the same time absorbed monetary assets of nonbanks. Moreover, against
the background of widespread expectations for an appreciation of the
exchange rate of the franc, there was a strong demand for bank credits
in foreign currency terms. They are not subject to the encadrement, and
they grew by some 55 per cenc during 1980 (Table 28). However, the rise
in foreign currency loans was not paralleled by a commensurate rise in
deposits with domestic banks, but in part by an increase in the banks'
liabilities to foreign banks and correspondents. From the beginning of
1981 through August, the contribution of bank lending to the growth of
M, was exacerbated by a deceleration and eventual decline in the absorp-
tion of monetary assets through the nonmonetary resources of the banks.
Notably, there was a decline in the resources the banks were able to
borrow from the CDC, against the backgound of a slowdown in its collec-
tion of deposits and an increase in its contribution to financing the
budget deficit. Furthermore, whereas the continued strong expansion in
bank lending in foreign currencies was accompanied by an exceptionally
rapid increase in the banks' liabilities to foreignm banks and correspon-
dents during the first quarter of 1981, this relationship was reversed
with a subsequent turnaround in exchange rate expectations (Table 29).

In early September the remuneration obtainable on time deposits and
certificates of deposit was severely constrained. Moreover, short-term
interest rates eased noticeably after the realignment in the EMS in early
October. Investors shifted funds from time deposits and certificates of
deposit into demand and savings deposits, and more significantly, into
bonds. As a result, during the last four months of 1981, the growth of
My decelerated to an estimated annual rate of less than 2 per cent,
lowering the rate during the year as a whole to 12 per cent. This cor-
responded to an annual average increase of about 12.5 per cent, which
left the liquidity ratio in 1981 roughly unchanged as against the pre-
vious year {Table 31). The component of the money supply held by resi-
dents (MoR), which is practically unaffected by valuation adjustments
on foreign currency depnsits essentially kept by nonresidents, grew by
11.5 per cent between the end of 1980 and that of 198l.

An increase of net official foreign reserves between August and
December contributed to the expansion of the money supply, which was
partly attributable to valuation gains on foreign exchange reserves.
During the year as a whole the effect of net official reserve movements
dampened the expansion of My by about 2 percentage points (F 27.7 bil-
lion), or by 3.5 percentage points (F 50 billion) if valuation gains
on official foreign exchange holdings are excluded. Although the mone-
tary financing of the budget deficit in the latter part of 1981 was
moderated by the recovery of the long-term financial market, Treasury
operations during the entire year boosted the money supply by 2.5 per-
centage points, or by 4 percentage points before crediting the Treasury's
account at the Banque de France with the valuation gains on official
foreign exchange reserves. Bank lending to the economy decelerated
between August and December, leading to an increase of about 15.5 per
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cent during the year as a whole. Although this exceeded the rate ini-
tially foreseen in the framework of the monetary target, it represented
a moderate slowdown as against the preceding year. The growth of bank
credits to private residents which are little affected by valuation
adjustments on foreilgn currencies, slowed down from 15.7 per cent in
1980 to 13.3 per cent in 198l. The absorption of monetary assets by
the banks' use of nonmonetary resources grew by only 5.5 per cent dur-
ing 1981, compared with about 40 per cent during 1980 {iable 25).

Ce The securities market and financial flows

The modifications in the pattern of financial flows between 1980
and most of 1981 also bear on the implications of monetary expansion for
the economy and the effectiveness of the credit growth ceilings. During
1980, the slowdown in the money supply was not accompanied by a commen-—
surate curtailment of financial resources for the economy. The income
velocity of money, as reflected in the fall of the liquidity ratio shown
in Table 31, increased by about 1 per cent. This was greatly helped by
the rise in direct financial intermediation between households, on the
one hand, and the Treasury and enterprises, on the other hand, via the
securities market and in indirect intermediation over nonmonetary chan-
nels mainly by households purchasing securities 1ssued by the banking
system (Tables 32 and 33). The shift of finmancial placements from
liquid assets to securities mainly stemmed from a widening of the inter-
est rate differential between short-term and long-term financial invest-
ment. While interest rates in the short-term market declined moderately
during 1980, bond yields were permitted by the authorities to rise and
they were positive in real terms duriang the entire year. The differ-
ential in remuneration was further accentuated by regulatory measures,
since notwithstanding developments in the rate cf inflation, interest
rates on hdhsing savings accounts were left unchanged, and the tax levied
at the source on interest earnings on anonymous liquid assets was increased.
The pickup in bond sales was further enhanced by a more frequent recourse
of the Treasury to the bond market in an effort to contain the monetary
financing of the budget deficit and a shift by issuers toward shorter
maturities and bonds at varlable interest rates.

A reversal in the pattern of financial flows was largely responsible
for a slowdown in the income velocity of money in the first half of 198l.
The notable drop aguinst a year earlier in the issuance of securities
and in their weight in financial capital formation was caused by a vari-
ety of factors. Liquidity preference increased against the background
of the naticnal elections, reinforced by a strong shift in the yield
curve benefiting short-term financial placements. Whereas in the early
part of the year bond purchases were hampered by investors expecting
a firming of yields, in the subsequent period borrowers were reluctant to
issue fixed interest rate bonds at the given high rates in expectation of
an early easing of the market., Moreover, bond purchases by nonresidents



were adversely affected by a turnaround in exchange rate expectations
upon the outturn of the elections. As a result, bond sales during the
first eight months of 1981 fell to some F 55 billion from about F 78 bil-
lion during the same period of 1980 (Table 32).

In the light of the sluggishness of the securities market firms
were compelled to rely more on bank financing. At the same time, the
latitude of banks and financial establishments to lend to the economy
outside the framework of the encadrement was constrained by the condi-
tions in the bond market and by the fact that a larger proportion of
long-term funds obtainable from nonbank financial institutions was
diverted to financing the budget deficit. To mitigate the effect of
the deterioration of financial conditions on small and medium-~sized
enterprises and to btolster priority investments in areas such as job
creation, exports, technological inncration, and energy conservation,
the authorities repeatedly widened the scope of subsidized loans granted
for these purposes, exempt from the encadrement. Moreover, whareas up
to May the banks could rely, as in previcus years, on using up remaining
margins under the cr.dit growth ceilings currently in force, such reserves
were nearly depleted by June. The premium on unused margins negotiable
between banks (prime de désencadrement) rose to about 6.5 per cent by
August, the highest level since the end of 1974. Furthermore, a number
of banks exceeded their credit growth ceilings and became subject to the
penalty rates of minimum reserve requirements (Table 34). A tightening
of financing conditions around mid-year was further reflected in surveys
monitoring the availabiiity of credits to enterprises. Against the back-
ground of these developments, the authorities raised in 'rarious steps
the credit ceilings of the majority of banks for June and each subse-
quent month through the end of the year (Table 27). The amount of sup~-
Plementary credits thus released was estimated to allow for an increase
of about 0.5 percentage points in bank credits to the economy and in the
money supply in 1981 as a whole.

Conditions in the financial markets in the latter part of the year
eased further, mainly because of a marked recovery of the bond market.
With a normalization of the yield curve following measures to limit the
remuneration of time deposits and certificates of deposit in early Sep-
tember, and a lowering of short-term interest rates after the realign-
ment in the EMS in early October, average monthly issues of bonds during
September-December almost doubled as against the preceding eight months.
As a result, gross bond issues during 1981 rose to about F 107 billion,
close to the record level of 1980 (Table 32). The strengthening of the
bond market benefited the nonmonetary financing of both the budget defi-
cit, and, through the intermediation of financial institutions, the
borrowing requirement of the private sector. The further marked pickup
in bond issues by financial institutions in 1981 stemmed in part from a
strong shift toward bonds at variable interest rates. The latter type
of bonds represented almost 20 per cent of total issues in 1981 compared
with less than 6 per cent in the previous year.
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Developments in the stock market in 1981 were influenced by the
election period and the nationalization program of the new administra-
tion. Upon the outcome of the presidential elections stock prices plum-
meted, and trading in the stock exchange was halted for 48 hours. Although
share prices picked up subsequently, the INSEE index for domestic shares
cloged the year at about 15 per cent below its level at the end of 1980.
During periods when the authorities deliberated over the compensation of
shareholders, trading was suspended for the stocks of companies included
in the nationalization program. Nonetheless, the issuance of new equi-
ties proceeded more steadily during the year than bond issues, and
totaled F 23.3 billion in 1981 compared with F 21 billion a year earlier
(Table 32). The good progress in the issue of equities, which mainly
benefited small and medium corporations not quoted in the stock exchange,
was attributable to the effect of legislation introduced in 1978 (Loi
Monory) providing tax incentives to corporations on increases in capital
and within certein limits, to subscribers of stocks of French corpora-

tions.

d. Interest rates

The principal objectives of interest rate policy are to bolster the
position of the franc in the exchange markets and to enhance the place-
ment of funds in the securities market rather than in monetary assets.
In the light of the development of interest rates abroad and of other
factors affecting the exchange rate, during most of the period since
early in 1981 interest rate policy was dominated by the former objec-—
tive. The marked firming of interest rates in Germany in the latter
part of February and subsequent heavy pressures on the franc in the
exchange markets, prompted the authorities substantially to ralse short-
term interest rates. The money market intervention rate of the Banque
de France on seven-day advances against collateral of Treasury bills was
successively raised from 10.8 per cent in January to 22 per cent in
June. The three-month money market rate rose over the same period from
11.4 per cent to almost 19 per cent (Table 35). This was paralleled by
an increase in the banks' base lending rate from 12.3 per cent to 17 per
cent while the freely negotiable rates on time deposits of more than
F 100,000 with a maturity of at least one month and time deposits on
more than one year closely followed the rise in money market rates.
Although long-term interest rates were firming also, the positive differ-
ential of about 3.5 percentage points between yields on private bonds
and the three-month money market rate in January narrowed progressively
and turned around by June to a negative figure of about 1 percentage

point.

As tenslions in the exchange markets abated the Banque de France grad-
ually lowered the money market intervention rate. The process was halted
when pressures on the franc recurred in August and September, but resumed
after the October 4 realignment in the EMS, so that by February 1982 the
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rate on seven-day advances hed fallen to 15.4 per cent. Further helped
by a cut in minimur reserve requirements at the end of June (Tables 34
and 36), conditions in the money market eased and the three-month rate
had declined to 14.5 per cent by February 1982.

On September 3 regulations concerning the remuneration of residents'
time deposits and certificates of deposit were tightened, leaving subject
to free negotiation only rates on deposits of more than F 500,000 on matu-
rities of above six months and deposits on more than one year. In conse-

quence, although bond yields declined gradually, to a rate of 17.1 per
cent for private bonds by February 1982, investment in bonds became con-

siderably more attractive comparad with short—-term financial placements.
Moreover, the decision facilitated progress in the authorities' endeavor
to lower the banks' base lending rate, which fell to 14 per cent in
October and has remained at this level subsequently.

Given renewed pressures on the franc in the EMS since mid-March
1982, the Banque de France was again compelled to tighten money market
rates, In several steps, the money market intervention rate on seven-day
advances to banks had been raised to 20 per cent by the latter part of
March.

2. Monetary policy for 1982

a. The monetary target

The authorities remain committed to controlling monetary expansion
in an effort to support the fight against inflation. Against the back-
ground of the official projection of a 17 per cent growth in nominal
GDP, the monetary target is for a 12.5 per cent to 13.5 per cent growth
in My duriﬁﬁ 1982, The constraint implicit in the monetary goal appears
less pronounced in the light of an expected less rapid rise in prices
owing to the measures initiated by the authorities after the October 1981
realignment in the EMS. The target for 1982 has been, for the first time,
expressed in terms of a range of permissible monetary growth, mainly
reflecting prevailing uncertainties with respect to the extent of eco-
nomic recovery. As to the main financial flows underlying the target,
the authorities expect that the current account deficit would be financed
essentially by foreign borrowing, with an important contribution foreseen
to result from the organized foreign loan 1issues of public enterprises.
The scope provided by the target for the monetary financing of the bor-
rowing requirement of the Treasury and that associated with a recovery
in the private sector are seen in conjunction with an expected further
growth in nonmonetary resources, essentially through the bond market.

The rise in the monetary financing of the budget deficit 1s expected to
pick up, while that in bank lending to the economy is foreseen to slow
down somewhat as against 1981,
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As in previous years, the authorities rely on the system of credit
growth ceilings as a major instrument of controlling monetary expansion
through 1982, New ceilings have been set for the first half year, roughly
in line with those applicable a year before, and the scheme has been
altered to the effect of simplifying the establishment of ceilings and
permitting firmer control over credit expansion (Table 27). 1In particular,
the former practice of subjecting to the ceilings a certain proportion of
increases in credits exempt from minimum reserve requirements was aban-
doned in favor of their full integration in the encaarement, albeit under
specific norms (Table 27).

b. The securities market

The achievement of the monetary target against the background of an
anticipated recovery in economic activity is contingent on a continued
favorable performance of the securities market. An assurance of positive
bond yields in real terms coupled with the maintenance of constraints on
the remuneration of time deposits and fiscal incentives as well as the
trend toward a growing weight of bonds at variable interest rates are
expected to secure a further expansion of the bond market. 7The issuance
of the government-guaranteed variable interest rate bonds in exchange for
shares of former stockholders in newly nationalized enterprises will
entail a restructuring of investors' portfolios. It is not expected that
this would create disturbances in the market, given the attractive terms
on which the nationalization bonds are issued.

The nationalization program affects about 20 per cent of the shares
in the stock market or about 30 per cent including the shares of affili-
ates. In an effort to mitigate the decline in the size of the market as
a result of the nationalizations, measures are under consideration to
widen the access of equity capital to the market, in particular, involv-
ing the introduction of small and medium enterprises to the stock market.
Moreover, the issuance of new shares is likely to be boosted by the
extension of the fiscal incentives granted under the Lol Monory.

Ce Nationalization of banks

The law of February 13, 1982 provided for the nationalization of 39
banks and two holding companies. With respect to 17 banks officially
quoted at the stock exchange and the two holding companies (Compagnie
Financidre de Paris et des Pays-Bas and Compagnie Financidre de Suez) the
law took effect immediately. The remaining 22 banks will be incorporated
in the public sector as of July 1, 1982, The compensation of stockholders
involves an exchange of shares against government-guaranteed bonds issued
by the newly established Caisse Nationale des Banques.
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The newly nationalized banks account for about 10 per cent of the
deposits of all financial institutions. With their inclusion, the share
of the public sector increases to about 76 per cent. 1/ Another 21 per
cent of deposits are kept with the mutual and cooperative banks and the
remaining 3 per cent essentially with privately owned small banks and
affiliates of foreign banks. The enlarged sector of publicly controlled
financial institutions accounts for about 75 per cent of credits to the
economy, while the respective shares of the mutual and cooperative banks
and of private banks are about 18 per cent and 7 per cent, respectively.

_l/ The former group of public sector financial institutions included
the three nationalized commercial banks, the CEPME, the Banque Francaise
du Commerce Ext&rieur, the Banque de France, the Treasury, the banking
network of the PTT, and public and semipublic nonbank financial insti-
tutions, such as the savings banks, Crédit Foncier de France, and
Crédit National.
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Table 26. France! Monatary Survey, 1978-81

19ée0 1978 1979 1980 198
(In billions I II 111 v 1
of francs) =
netary aggregates
Money supply (M2) 2/ 1,411.4 12.2 14.4 9.7 10.8 13.1 13.2 12.0
Of which:
Narrov money (M1) 3/ 691.6 11.1 12.2 6.8 8.4 11.6 15.9 16.7 &/
Quasi money 5/ 719.8 13.5 16,8 12.6 13.0 14.6 10.7 9.6 4/
Broad aoney (Hs) 2/ 2;027.9 13.5 14.5 10.4 11.4 13.0 12.6 11-9 i/
unterparts to M.
Foreign assets %nct) i) 88.2 20.3 13.1 40.0 51.6 =-13.6 =23.0 -7.1
Domestic claims (net) 1,449.4 10.0 15.2 11.1 13.2 17.1 17.1 18.4
Treasury 129.8 2.8 9.9 -5.3 -7.6 14.4 13.0 27.6
Economy 8/9/ 1,319.6 11.0 15.9 13.0 16.1 17.5 17.6 17.4
Less: Other items (net) -126.2 13.2 27.2 55.8 83.5 51.8 5.9 71.4
morandum items:
Reserve money 193.3 12.2 6.6 15.4 13.5 20.4 18.6 5.8 4/
Money supply (M), period
averages 1,314.4 13.2 13.4 11.6 11.4 12.8 14.0 12.4
Aggregates on IFS definitions
Money supply (Ms) 1,347.4 12.2 13.9 8.3 9.5 11.9 11.9 11.3
Domestic credit 1,485.0 8.8 14.0 12.3 14.3 15.4 14.7 15.8
Money supply (Mj), period
averages 1,264.3 13.9 13.0 10.7 9.9 11.6 12.7 11.8 &/

-

Sources: Banque de France, Bulletin Trimestriel: Conseil National du Crédit, Statistiques Mensuelles;
{F, International Financial Statistics; and data provided by the Franch authorities.

1/ Preliminary daca.

2/ Aggregate in terms of which the annual target for the growth of the monay supply during the year
~ expressed. This target rate was set at 12.5 per cent for 1977, 12 per cent for 1978, ll1 per cemt

st 1979 and 1980, and 10 per cent for 1981.

3/ Covering the following establishments: Banque de France (including the Exchange Stabilization
ind), registered banks, financial establishments, mutual credit companies, popular banks, the National
“ricultural Bank, the French Bank for Foreign Trade, and the checking system of the Treasury and the
»stal Administration (PTT). The data also iaclude deposits by nonbank nonresidents which are excluded
1 International Financial Statistics.

4/ November data.

5/ Quesi money includes time deposits, passbook savings, savings qualifying for housing loans (comptes
- épargne-logement, plans d'dpargne-logement), and certificates at the establishmants listed in footmote 3.
Jasi money also includes time deposits of nonbank nonresidents, but excludes foreign currency demand
sposits of residents, which are recorded under M.

§/ M4 differs from Mz mainly in institutional coverage, by including also savings banks (iacluding
1e savings system of the PTT, Caisse Nationale d'Epargne) and the National Energy Fund. In additionm,
3 includes Treasury bills held by the nonfinancial sector.

7/ Net assets held by the Ban~ue de France only; excluding changes in tire valuation of gold and ECUs
nd SDR allocations.

§/ Including claims on nonbank nonresidents and excluding lending from nonmonatary sources.

9/ Including CEPME and BPFD.
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Table ). Yrance:r Credit Cetlings, 1/ 1980-82

(Ind Jan =100)

ceners] ceiling

Small banks and financial Ceiling on short-
Bgnks _snd finescial eetabjjehments esigblishmengy 2/ term export cradit
Category I 3/ category 11 &/ Category LII 8/ Category 11 &/ Category 1II 5/ all inptitutions
uxuh 9" 100 101 102 103 104
June 99 3 102.5 104 104.5 106 10?7
September 100 102 § 105.5 108.5 109 3 111
Decembar 1033 106 107 110 11 114
u:::%r/\ 90 99 101 o 103 104
June 98.5 (99) 101 (101.5) 102.5 (10M) 103 (103.%) 104.5 (10%) 107
July 9 (100) 101 (102) 103 (104) 103 (106) 107 (108) 109
August 98 5 (99 %) 100 5 (101 5) 103 3 (104.5) 104 5 (103.3) 107.3 (108.5) 110
September 99 (10)) 100 (102) 106 (105) 108 (106) 100 {109) 111
Octobar 00 (102) 102 (10%) 105 (los 3) 106 (1o 109 (104.5) 112
Novembar 100.8 (102 $) 103 (104) 106 (108) 10?7 (108) 10 (110) 1
Decembac 102.5 (104.3) 108 (10%) 107 (107 109 (109) LSS SN ¢ b 8§ 114
Banks and fipanetsl Small basks sad finaneial fpecial cailing
oe—stsblisments sty i all tascitusiose 7/
Category A 8 Category B 3/ Category A 8 Category 3 3/
2
ugnunry 99 5 100.5 1015 102.5 102
february 100 0 1010 102.0 103 0 103
Match 100 § 101.5 102§ 103 5 104
April 1010 102 0 103.0 104.0 108
May ot o 10258 103.0 104,35 106
June 1015 103 5 103.5 105.3 107

Sources  Banque da France, Bulletip Trimastrie]l, and instructions to Association Frangaise des Basques.

1/ The credic ceilings apply to all credits and losas which are subject to the ordinary rassrve requitemsnt Starting in 1978,
certain credits not subjecc to the ordinary reserve requiressst (i o , wedius-term and long-term axport fimascing, certain types of
housing and certain investmant credics) have been graduslly integrated invo the gemeral ceiling. This Taintagration procedurs
Tequires benks and finapcial establishments to add to the amounts councing agsinst the celling & spectifiad praportion (
r!lntspnum) of the increass in theqe credits la 1978, the preportiem was 15 per cent, it vas 29 per cemt (through October)

per cant (for November snd December) im 1979, 40 per ceat (through March), SO par cent (for April to December for all cate-
gories except certain houeing credits) and 100 per cent (for April to Macambar for certatn housing credits) in 1980; and 1t “as beex
fac at 40 per cent (for all cetegories axcept carcain housing cradits) through 1981  Sepatste ceiliags are set for Cridic Agricoie.
For 1982, credits formerly subject to partial reintegrazion sre fully subject to cailings st special rates.

1/ Banks and financisl establishsants vhose credics subject to reservas did not excesd ! 200 million on July 1 of previous yaesr.
In addition, eince 1979, institutions vhose total assets do act exceed F 100 millicn have besn exampt from observing credit cellings
1f cheir own resources are equivalent to at lesst 10 per cent of their outscanding credics.

3/ Banka vhose credit subject to resarves exceedsd F 9 billion on July 1, 1980

4/ Other banks and finsncisl establishments exciuding (nstallment credit imstitutions

5/ Installmemt credit {astitucicms.

6/ The credit growth ceilings vere modified on June 17 for che end of Juas, om July 20 for the end of July and the end of August,
and oa September 10 for the apd of the last four monchs of 1981 New ceilings are showm in bracksts.

1/ Applicable to majority of credits exempt from ordinary reserve requirsmsnta. Jpecial housing credits (prdte _comveationads)
D8y gTOV vithin Che general aors augmented by 80 per cent of the imcraase recorded during 1980 or 198],

8/ ALl banks and financial escablishments excludiag inscallwent credic institutions



Table 28. France: Coverage of Credit Ceilings, 1979-81

(End of period)

1980 1979 1980 1/ 1981
Per cent November
Billions of total Percentage change from a
of claims on year earlier
francs economy
Claims on Government 2/
Claims, counterpart to Mj 129.8 ‘e 9.9 -5.3 40.0
Claims of nonbank financial
institutions 54.1 26.4 13.3 39.7 3/
Claims on the economy 2/ 2,370.4 100.0 15.0 13,6 10.0
Fylly subject to ceiling 1,005.1 42.4 8.9 10.0 oo
Partly subject to ceiling 197.0 8.3 29.9 5.3 -
Not subject to ceiling 1,168.3 49.3 18.1 14.4 ces
Claims on economy by banks 1,548.0 65.3 15.3 14.5 15.7
0f which:
Counterpart to M, (1,319.6) (55.7) (15.9) (13.1) (15.6)
Lending out of nonmonetary
sources 4/ (228.4) (9.6) (11.8) (24.2) (16.1)
Fully subject to ceiling 990.2 41.8 8.9 14.3 oo
Partly subject to ceiling 5/ 195.6 §.2 29.8 5.3 ces
Not subject to ceiling 362.2 15.3 29.3 19.9 cee
Of which:
Credits in foreign currency (124.2) (5.2) (18.9) (55.4) (46.2)
Of which:
To residents (34.%) (1.4) (2.4) (103.0) (21.6)
Claims on economy by nonbank
financial institutions 6/ 822.4 34.7 14.3 11.6 10.1 3/
Fully subject to ceiling 14.9 0.6 6.8 18.3 coe
Not subject to ceiling 807.5 34.1 14.3 11.6 .

Sources: Conseil National du Crédit, Rapport Annuel and Statistiques Mensuelles;
Banque de France, Bulletin Trimestriel; and data provided by the French authorities.

1/ After elimination of the effect of the establishment of CEPME and BPFD.

2/ Claims on public authorities other than the State are recorded under credit to
the economy.

3/ September data,

4/ Net liabilities to other financial institutions, bonds issued by banks, and
capital net of fixed assets.

5/ Due to a partial reintegration since 1978. The credits subjected to the
ceilings amounted to F 5.2 billion in 1978, F 9.8 billion in 1979, and F 16.1 billion
in 1980.

6/ Specialized credit institutions and Treasury.
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Table 30. France: Cradit Outstanding by Sector, 1979-81

(Percentage change on a vear earliasr: end of pariod)

1980 1979 1980 1981
Ia bil- Parcent- March June Sept.
lions of age
francs share
lank credit to the economy 1/ 1,372 % 65.1 14.0 17.3 17.0 18.2 17.7
Of which.
Short-term (504. (23.9) (6.9) (15.0) 715.0) (14.7) (14.1)
Medium- and long-term (841.4) (39.9) (18.4) (18.7) \18.3) (19.7) (19.3)
Jank credit to private sector 2/ 1,342.2 63.7 16.1 17.4 17.1 18.3 17.9
Interprises 3/ 745.2 35.3 7.1 16.6 17.0 15.9 16.3
Working capital 320.9 15.2 4.8 16.1 14,1 9.5 10.3
Investment 275.2 13.0 8.7 20.4 21.9 22.9 21.1
Exports 30.7 3.8 8.4 1.4.1 12.0 12.7 17.8
Other &/ 68.4 3.3 10.1 8.2 18.0 23.4 23.9
Souseholds 400.8 19.1 25.7 14.8 12,4 12.3 1.5
Working capital 56.3 2.7 31.9 5.4 5.1 11.9 12.9
Housing S/ 326.4 15.5 24.1 15.9 13.7 11.9 11.6
Other 18.1 0.9 38.5 25.7 13.8 21.1 6.6
Other residents 8.9 0.4 2.6 - -9.2 13.0 3.4
Nonresidents 187.3 8.9 21.8 28.2 29.9 42.5 37.4
Bank credit to public sector 6/ 30.4 1.4 10.6 11.8 11.8 12.3 11.5
Cradit to economy by nonbank
financial institutions 1/ 736.2 34.9 13.8 8.5 8.3 8.6 9.4
Credit to private sector 545.1 25.8 13.6 8.4 7.2 7.6 8.4
Credit to public sector 6/ 191.1 9.1 14.3 8.6 11.7 11.4 12.2
Total credit to the economy 1/ 2,108.8 100.0 13.9 14.1 13.8 14.7 14.6
Tqotal credit to private sector 1,887.3 89.5 13.9 14.7 14.1 15.0 14.9
Residents 1,695.0 80.4 13.2 13.4 12.4 12.2 12.5
Nonresidents 192.3 9.1 21.7 27.7 29.4 41.7 36.8
Total credit to public sector 6/ 221.5 10.5 13.8 9.1 11.7 11.5 12.2
Memorandum items:
Credit to Treasury

0f which:

Bank credit (129.8) (..d) 9.9) =5.3) =7.6) 14.4) 13.0)
Export credits 7/ 178.6 cae 14.3 22.2 14.9 16.3 20.7
Bank credits to private \

residents in francs 1,150.9 ces 13.2 14.2 13.8 13.7 13.9

Sources: Conselil National du Cré&dit, Statistiques Trimestrielles and Statistiques Mansuelles; and
data provided by the Freach authorities.

1/ Excluding credit to the Treasury.

2/ Credit to the private sector excludes leasing credit, terms of payment, and miscellaneous items
(recorded as autres concours), but includes credit to nonbank nonresidents, and lending from nonmonetary
sources.

3/ Companies and individual enterprises.

4/ Bxcluding housing creadit to individual enterprises.

5/ 1Including credit to individual enterprisaes.

6/ Excluding Treasury. Almost entirely medium- and long-term credit.
7/ Residents aud nonresidents.
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Table 35. France: Kay Interest Rates, 1977-81
(In_per cent per annum)
1977 1978 1979 1980 19! 1981
Dec. Dac. Dec. Sept. Dec. Mar. June Sept. Dec.

ink of France rates
Official discount rate 1/ 9.5 9.5 9.5 9.5 9.5 9.5 9.5 9.5 9.5
Reduced discount rate 27 4.5 4.5 4.5 4.5 4.5 4.5 4.5 4.5 4.5
Money market intervention

rate 3/ 9.0 6.625 12,125 11.5 10.75 12.5 22.0 19.5 17.5
Jney market rates &/
Call money rate 5.30 6.67 12,17 11.37 10.88 11.72 19.93 17.78 15.46
Three-month rate 9.86 6.67 12,59 11.83 11.56 12.57 18,92 17.59 15,26
apital market rate 5/ 11.70 10.27 12.92 14.05 14.68 15.29 17.98 17.88 17.33
ending rates
Prime lending rata 9.3 8.8 11.50 12.25 12.25 12,75 17.00 14.50 14.00
Commercial bills 6/ 12.80 12.30 15.10 15.90 15.90 16.40 20.89 18.40 17.90
Overdrafts and advances 6/17/ 13.50 13.00 15.68 16.43 16.43 16.93 21.49 18,98 18.48
eposit rates 8/
Time deposits 9/ 5.5 5.5 5.5 6.5 6.5 6.5 6.5 7.5 8.5
Passbook savings 10/ 6.5 6.5 6.5 7.5 7.5 7.5 7.5 7.5 8.5
irodollar rates 11/ 7.19  11.69 14.50 13.94 17.75 15.41 17.91 17.79 13.33

m——

Sources: Banque de France, Bulletin Trimestriel; Conseil National du Crédit, Statistiques Mensuelles;
MF, Internatiocnal Financial Statistics; Morgan Guaranty Trust Cc., lnternational Financial Markets;

nd data provided by the Freanch authorities.

N

1/ Rate is also applied for rediscount of bills representing short-term credits (up to 18 months),
nd medium-term export credits to EC countries.

2/ Applied for rediscount of bills representing medium-term export credits to non-EC couatries.

3/ Maximum rate of the month, up to September 1980 for purchases on call for tender of commarcial
aper and from December 1980 for seven-day advances against collateral of Treasury bills.

4/ Average daily interbank rates.

5/ Yield on private sector bonds on the secondary market befors taxatiom.

6/ Rediscountable paper; excluding a banking commission of 1l-2 percentage points; average of maximum
nd minimum rates, with a spread of 5-6 percentage points.

7/ Excluding a monthly commission imputed on the highest daily balance.

8/ Sight deposits bear no interest.

9/ Up to September 3, 1981, one year on amounts of F 100,000 and less; from September 3, 1981, one
ear on amounts of F 200,000 and less.

10/ Interest on deposits of up to F 49,000 held at savings banks are exempt from income tax (Livrets A).
n other savings, the interest after taxation is 3.9 per cent.

11/ Monthly average three-month rate (London).
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Table 36. Prance: Reserve Raquirements, 1/ 1974-81

(In_per cent)

Against Deposits 2/

Sight deposits Other deposits 3/

Effective Date Non- Non-

of Changes Residents residents Residents residents Credits &4/
1974

January 21 16.0 -- 7.0 - 33.0 5/

June 21 17.0 -— 6.0 - -—

August 21 17.0 - 4.0 - -
1975

January 21 15.0 - -— - -_—

June 21 11.0 -— — - -

September 21 2.0 - - -— -—
1976

October 21 2.0 - - - 0.5
1978

October 21 4.0 -— -— - 0.5
1980

January 11 4.0 - - - 0.5

November 21 4.5 5.0 Q9.5 5.0 1.75
1981

May 16 5.5 5.0 1.0 5.0 1.75

May 21 5.5 - 1.0 - 1.75

June 30 4.25 - 0.5 -— 0.1

Source: Banque de France, Bulletin Trimestriel.

1/ GCrdinary reserve requirements on operations in domestic currency to be held
on noninterest-bearing accounts at Banque de France. In addition to these
deposit requirements, banks are subject to investment requiremsnts, calculated as
a percentage of most deposits (sight deposits; time deposits of less than thrae
years; passbook savings, excluding savings qualifying for housing loans (comptes
d'épargne-logement). Before January 11, 1980, banks had to invest an amount equal
to 7 per cent of these deposits in paper representing medium-term credit, if the
calculated requirement exceeded F 50 million. Since them, an amount equnl to only
5 per cent of these deposits has to be invested, and the requirement does not
apply if the calculated requirement is less than F 200 millionm.

2/ Deposits held by banks; if the reserve requirement does not exceed F 15 mil-
lion only half the rate applies,

3/ Time deposits of less than three years, passbook savings (excluding savings
qualifying for housing loans), and deposits by banks located abroad.

4/ Ordinary reserves to be held by banks and financial establishments on
credit and leasing credit. Since December 1972, supplementary reserves have been
used to enforce the observation of the credit ceilings (encadrement du crédit).
This rate increases with the size of the institution and the amount by which the
ceiling is exceeded. Since October 21, 1976, credits in foreign exchange, medium-
term and long-term export credits, certain types of housing, and soma investment
credits are exempt from the ordinary reserve requirement, as is credit financed
from agonmonetary sources.

5/ Rate in effect since November 21, 1972,
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V. Exchange Rate and Balance of Payments

1. Exchange rate and international competitiveness

From end-1976 to end-1979 the franc appreciated by 24 per cent
against the U.S. dollar and depreciated by 12 ner cent against the
German mark (Table 38). Over this period France's effective exchange
rate (MERM) appreciated by 6.0 per cent. From end-1979 to end-1980
this trend reversed and the franc depreciated relatively to the dollar
by 11 per cent and appreciated relatively to the German mark by 0.7 per
cent while depreciating in effective terms by 3.7 per cent.

Within the EMS, following the flirst realignment of September 1979
and until March 1981 the franc was in a position of rslative strength,
generally moving at the top of the narrow band (Chart 3). By and large
this strength reflected France's favorable balance of payments position,
narticularly compared with the German situation, and the relatively high
level of domestic interest rates (Chart 4). The good performance of the
franc also led the authorities to liberalize exchange control in June
1980.

The fran¢ began to weaken somewhat in the latter part of February
1981, when German interest rates were raised in the wake of U.S. inter-~
est rates. Strong downward pressures caused by large speculative out-
flows of capital appeared after the May 1981 presidential election, and
the franc fell to the bottom of the narrow band in the EMS, with the
divergence indicator at times falling below its lower threshold. The
new Government reacted vigorously; together with heavy intervention on
exchange markets, domestic interest rates were steeply increased, reserve
requirements were removed on nonresidents' deposits, and exchange con-
trols were tightened. Following these measures the franc stabilized
and remained in the middle of the EMS band, allowing the Banque de France
to reduce somewhat its interest rate-.

Pressures however renewed in the two weeks preceding the August 15
holiday as the markets generally expected a realignment during this holi-
day. The pressures abated in the second half of August but, induced by
the upward movement of the deutsche mark relative to the U.S. dollar,
reappeared in the third week of September. Exchange controls were fur-
ther tightened and interest rates were temporarily raised to 18.8 per
cent for the call money rate and as a result in late September the franc
stabilized again.

In early Oct_ber it was decided to take advantage of the relative
weakness of the dollar to readjust central rates within the EMS. The
bilateral central rates between the Danish krone, the Belgian and Luxem-
bourg franc, and the Irish pound remained unchanged, but with respect to
these currencies, on October 4 the French franc and the Italian lira
were devalued by 3.0 per cent while the deutsche mark and the Netherlands
guilder were revalued by 5.5 per cent.
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From end-1980 to September 1981 the franc had devalued by 19 per
cent relatively to the U.S. dollar, by 3.3 per cent relatively to the
deutsche mark, and by 7.4 per cent in effective terms (MERM). The
October 4, 1981 realignment resulted in a depreciation of the franc of
3.7 per cent in effective terms (MERM), of 8.1 per cent vis-3-vis the
deutsche mark and the Netherlands guilder, and of 4.7 per cent rela-
tively to other EMS participants except Italy. Since the realignment,
and until early March 1982, the franc has generally been firm, moving
back toward the middle of the fluctuation band. This reduced the
effective depreclation relatively to the German mark to only 4.5 to
5.5 per cent anc allowed the Banque de France to recover some of the
reserves lost during the summer while also allowing it to easea inter-
est rates.

The steep appreclation of the dollar since the latter part of 1980
greatly improved France's overall international competitiveness. The
ratio of France's index of unit labor costs in manufacturing to that of
its competitors adjusted for exchange rate movements, declined from the
second quarter of 1980 to the second quarter of 1981 by 8.4 per cent
(Table 39), or approximately to the level at which this indicator stood
in 1977-78. Similarly, the indicator for relative value-added prices
declined by 7.1 per cent, and the indicator for relative export unit
value by 7.4 per cent. Since the third quarter of 1981, however, the
improvement in competitiveness has ceased and preliminary estimates
indicate a slight deterioration in the fourth quarter. Also, whereas
France's overall competitiveness markedly improved in 1981, its compet-
itiveness relative to Germany continued to deteriorate. From the first
quarter of 1980 to the third quarter of 1981, the ratio of France's
index of unit labor costs relative to that of Germany rose by 7.3 per
cent and th@ ratio of the indices of export unit values rose by 9.7 per
cent. The 8.1 per cent devaluation of the franc against the deutsche
mark in October 1981 partially offset this deterioration, but the

devaluation restored competitiveness relative to Germany only to its
late 1980 level.

2. Current account developments

a. Introduction

From 1976 to 1978 stabilization of the energy deficit and large
increases in the surplus on other current transactions (Table 40) attested
to the successful external adjustment of the French economy to the terms
of trade shock of the 1973-74 period. The adjustment culminated in 1978
with the re-emergence, for the first time since 1972, of a current account
surplus (some F 14.8 billion or 0.7 per cent of GDP). Improvement in
French cost competitiveness, expanding market shares for expurts--parti-
cularly for exports of services--improving terms of trade and development
of domestic energy sources were the main forces underlying this adjustment.
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From 1979 to 1980 the second round of oil price increases, eroding
competitiveness, and increased import penetration caused a reversal of
the earlier trend and the current account surplus shrank to F 5.3 billion
in 1979 (0.2 per cent of GDP) and then slid back to a F 33.1 billion
deficit in 1980 (1.2 per cent of GDP),

Available data suggest that in 1981 i lie deterioration of the current
account continued but at a slower pace than in 1979-80. Mainly because
of a 27 per cent increase in the energy bill and a reduction of the sur-
plus on invisibles, the deficit in 1981 is estimated to have reached
F 42.8 billion or some 1.4 per cent of GDP.

b. Developments in the trade balance

From 1976 to 1978 the balance on merchandise trade 1/ improved from
a deficit of F 21,1 billion to a surplus of F 5.1 billion. Thereafter
it steadily declined to a F 5.0 billion deficit in 1979 aad a F 50.7 bil-
lion deficit in 1980 (1.8 per cent of GDP). 1In 1981 it 1is estimated to
have stabilized around F 50.0 billion.

By commodity ~omposition the 1976-78 improvement of the trade account
primarily came from stabilization of the energy deficit around F 63 bil-
lion (and a decline in terms of GDP from 3.7 per cent to 2.9 per cent),
from a reduction or stabilization of the deficit on intermediate goods
and consumer durables, and from sustained growth in the surplus on trade
of machinery and equipment goods and of motor vehicles and other ground
transportation. Similarly, the deterioration over the 1979-80 period was
the result of a considerable increase in the energy deficit--~F 85.1 bil-
lion in 1979 (3.5 per cent of GDP) and F 132.9 billion in 1980 (4.3 per
cent of GDP)--a widening of the deficit on intermediate goods and con-
sumer durables, and in 1980 a narrowing of the surplus on equipment
goods including transportation. The stabilization of the trade deficit
in 1981, despite a worsening of the energy deficit to F 161.9 billion
(5.3 per cent of GDP), resulted mainly from a near doubling of the sur-
plus on agricultural and food products to F 21.5 billion and a sharp
improvement of the surplus on equipment goods to F 16.2 billion (against
10.3 billion in 1980).

By regional distribution, from 1976 to 1978 France reduced its defi-
cit with OPEC countries by 25 per cent (to F 23.5 billion) and with EC
countries by 50 per cent (to F 8.6 billion). Over the 1979-80 period,
however, the defi.it with OPEC countries more than doubled (to F 64.2 bil-
lion) but the increase amounted to only approximately two thirds of the
increase in the energy deficit. A further point to note is the large
jump since 1979, but particularly in 1980, of the trade deficit with
Germany (a 65 per cent increase to F 16.8 billion) and with the United
States (a trifold increase to F 24,5 billion).

1/ Including Negoce International.
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(1) Merchandise exports

Table 41 gives developments in merchandise export volumes and
prices for France in recent years. Volume growth over the 1977-79 period
was quite sustained around 7.3 per cent per year (but well below the
1971-73 average of 13.1 per cent). The year 1980, however, saw a sharp
deceleration and the growth rate fell to 3.4 per cent. This weakening
was attributable mainly to the overall sluggishness of international
demand and the slowdown in export market growth which followed the second
round of oil price increases. In 1979-80, France seems also to have
lost market shares as measured by its share in total value of merchandise
exports of the seven largest industrialized countries plus Belgium and
the Netherlands (Table 42). This share declined from 12.2 per cent in
1978 to 10.5 per cent in 1980. Volume growth in France in 1980 was also
below the average for the seven largest industrialized countries. One
reason for this loss in market shares and slower growth appears to be
the decline since early 1978 in the relative competitiveness of French
exports of manufactured goods. Merchandise exports however recovered
somewhat in 1981 when they are estimated to have increased by 5 per cent
in volume. This strength at a time of sluggish demand in France's partner
countries came principally from improved French competitiveness in dollar-
denominated traae as a result of the steep appreciation of the dollar
relatively to the franc.

When merchandise exports are analyzed by product (Table 41), it is
seen that, over the 1977-79 period, above average volume growth was
registered for agricultural and food products, and below average growth
for machinery and equipment goods and for motor vehicles and other ground
transportation. Also noticeable is the steady deceleration in volume
exports growth of machinery and equipment, a trend which had already
begun in 1975 and which is even more pronounced if military equipment is

excluded. In 1980 the slowing down of merchandise exports came primarily
from a slower growth in exports of intermediate products and, for the
first time in more than a decade, a decline in the volume of exports of
motor vehicles. This decline in part reflected the difficulties of the
automobile industry throughout the world but, together with the growing
share of imported cars on the French market, it was alsoc a s8ign of erod-
ing competitiveness of French car manufactures.

Based on data for the first three quarters, the recovery in 1981
appears to have occurred in almost all categories of merchandise exports,
but was particularly noticeable for equipment goods and for intermediate
products, while exports of agricultural products continued to remain
strong.

Export prices have accelerated in recent years from an annual
increase of 7.7 per cent in 1977 to 11.3 per cent in 1980 and in the
first nine months they increased on average by 12.3 per cent compared
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with the corresponding period of 1980. ¢Cn the whole, export prices by
product have followed the trend for domestic producer prices except in
1980 when the increase in export prices for motor vehicles and for con-
sumer goods fell well below the increase in domestic producer nrices
(by, respectively, 3.4 and 6.6 percentage points), indicating a compres-
sion of export margins in these sectors.

(2) Merchandise imports

Between 1977 and 1979 volume growth of merchandise imports rose
from 0.6 per cent per year to 12.0 per cent (Table 43) and largely exceeded
the growth rate in final domestic demand which increased only moderately
from 1.5 per cent to 4.0 per cent. Increased import penetration induced
by the widening gap between domestic prices and import prices, and large
stockpiling in 1979 of raw materials ¢nd energy products in expectation
of price increases, were the principal contributing factors.

In 1980, mainly as a result of a 2.6 per cent drop in the volume of
energy imports, the growth rate of volume imports fell to 8.7 per cent.
Excluding energy, the volume of imports rose by 9.7 per cent, well above
the 2.1 per cent increase in final domestic demand. Import penetration
consequently deepened and according to INSEE's estimates, me~chandise
imports at current prices in the fourth quarter of 1980 captured 25.9 per
cent of the domestic market, up from 22.5 per cent in the first quarter
of 1979 (Table 44).

Preliminary data for 1981 show that total mexchandise imports
declined by between 0.2 per cent and 0.4 per cent in volume, but exclud-
ing energy--crude oil imports' tonnage fell by 17.9 per cent--imports
remained at the same level as in 1980. Despite this stabilization in
volume, and because of steep increases in import prices, import pene-
tration in value rose to 27.3 per cent in the third quarter of 1981
(Table 44).

Table 43 gives developments of imports by commodity group. Energy
products on average showed the least growth in volume. After nearly no
growth in 1978, a precautionary buildup of crude oil inventories led to
a brisk acceleration in 1979, but this was offset by a decline which
began in 1980 and intensified in 1981. All told, the volume of energy
imports since 1974 has slightly declined whereas domestic¢ consumption
increased by 7 per cent, illustrating France's successful effort to
develop domestic nuclear energy sources.

Growth of imports of nonenergy products, in general, accelerated
between 1978 and the first quarter of 1980. This was especially the case
for imports of machinery and equipment goods, consumer durables, and to a
lesser extent, for imports of consumer goods and motor vehicles. Since
domestic demand for these products grew only moderately--domestic invest-
ment in machinery and equipment goods, for instance, rose at constant
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prices by less than 8 per cent on average in 1979 and 1980, whereas cor-~
responding imports rose by 19.1 per cent on average--this acceleration
can almost certainly be explained by the growing gap between domestic
and import prices. This gap for selected products is shown in the fol-
lowing table. The table also shows the divergent trend between domestic
production and imports of these products.

Table 37. France: Average Annual Growth over the 1979-80 Period

(In_per cemt)

Final
Domestic Domestic Domestic
Producer Import Production Imports Demand In
Prices Prices In Volume In Volume Volume

Machinery and

equipment 9.3 1.6 2.8 19.1 7.8
Consumer durables 8.1 -1.8 -0.7 19.8 4.6
Motor vehicles and other

ground transportation 11.8 8.8 -1.0 8.8 -0.9
Consumer goods 12.1 11.3 1.8 10.3 0.3

Sources: INSEE, Informations Rapides; and staff calculations.

Among‘lhe reagons for this disparity between trends in domestic and
import prices are the nominal appreciation in 1979 of the franc relative
to the U.S. dollar, and in 1980 the real appreciation of the franc rela-
tive to the currencies of some of France's other trading partners—-in
particular, Germany-—as the stable exchange rate did not fully reflect
diverging domestic inflation rates.

From the last quarter of 1980 to the middle of 1981, nonenergy
imports substantially slowed down and even declined for certain cate-
gories. Especially noticeable were the decline in imports of interme-
diate goods and investment goods. This weakness in imports was due in
part to the sluggishness of domestic activity--industrial production
fell by 5 per cent between the first quarter of 1980 and the first
quarter of 1981--but also to the acceleration in import prices result-
ing from the sharp appreciation of the dollar. This acceleration was
particularly steep for import prices of equipment goods as they rose by
nearly 20 per cent in 1981 against virtually no increase in 1980.
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Since the fall of 1981, led by the recovery in domestic demand,

imports have again shown some strength. The growth seems to be primar-
ily concentrated in consumer goods and motor vehicles while there is
only a modest upturn for intermediate and investment goods.

(3) Terms of trade

After remaining virtually unchanged in 1979, France's merchr.-
dise terms of trade declined in 1980 by 3.5 per cent. Most of the decline
took place during the first quarter and was due almost entirely t« the
0il price increase.

On a product basis, a large improvement occurred in 1979 and 1980
in the terms of trade for equipment gonods and for consumer durables.
This improvement in fact is the counterpart of the divergent trends
between domestic producer prices and import prices and the resulting
loss in competitiveness mentioned in “he previous sections.

Since the end of 1980 and mainly az a resu.t of the steep appreci-
ation of the dollar, France's terms of trade have deteriorated again (by
an estimated 3.1 per cent in the first quarter and 2.3 per cent in the
second quarter). This deterioration was particailarly noticeable for
energy products and for machinery and equipment goods as a significant
share of imports of these products are invoiced in U.S, dollars.

Ce Invisible transactions

(1) Services

A remarkable pattern in the French current account since the
first oil price shock has been the rapid growth of the surplus on ser-
vices. From 1976 to 1978 the surplus on servi:es more than quadrupled,
to F 24.5 billion, and over this period the improvement in the service
balance was responsible for nearly half of the total improvement in
the current aczcount., In later years this treni continued, although at
a somewhat slower pace, and by 1980 the surplu~ on services had reached
F 35.2 billion, some 1.3 per cent of GDP. This growing surplus on ser-
vices came mainly from rapid export growth and shows the increased
international specialization of the French economy in the service sector.
France's market share, as measured by its share in total exports of
services of the seven largest industrialized countries plus Belgium and
the Netherlands, rose from 10 per cent in 1974 to almost 12 per cent in
1980 and France has now become, after the United Kingdom and tte United
States, the third largest exporter of services.

Table 45 shows the breakdown of the French service account by cate-
gory. It can be seen that, while the balance on most categories of
services improved--with the noticeable exception of shipment costs-~the
large gains came mainly from technical assistance and engineering work,
from travel, and from investment income. Technical assistance and engi-
neering work largely relate to construction projects in the Middle East
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and have substantially contributed to the reduction of France's deficit
with some of those countries. With respect to travel and tourism, France
is one of the few industrialized countries to show a structural surplus
on this item. One reason for this is that travel receipts have moved
closely with disposable income in neighboring countries whereas outlaye
have been less sensitive to developments in domestic income. Finally,
the growing surplus on interest and dividends in part reflects the growth
in outstanding export credit, and of official foreign reserves through
early 1981, but it also reflects the expanding intermediation activities
of French banks on Eurccapital markets.

In 1981 the service account appears to have weakened somewhat and
the overall surplus 1is es.imated to have fallen to F 30.2 billion against
F 35.2 billion in 1980. The main items responsible for this decline were
a drop in net investment income stemming from the growth of France's
foreign debt, large increases on the shipment costs of merchandise trade
related to the appreciaticn of the U.S. dollar, and a decline in net
travel and tourist earnings.

(2) Unrequited transfers

Net private transfers abroad increased from F 8.14 billion in
1978 to F 10.32 billion in 1980 (Table 40). These operations consist
mainly of remittances from migrant workers to their home countries, the
principal receiving countries being Portugal, Morocco, and Spain (together,
80 per cent of remittances in 1980). The deficit on workers' remittances
has increased since 1976 on average at a slightly slower pace than the
rate of increase in average hourly wages (12 per cent against 13.6 per
cent) probably as a result of the authorities' policy since 1974 to
restrict immigration from non-EC countries.

Net public transfers abroad, after increasing moderately in 1979 to
F 7.33 billion, declined slightly in 1980 to F 7.25 billion. The rela-
tively slow growth of these transfers in recent years is mainly due to
the reduction in net transfers to the EC which, as a result of increased
transfers received by France under the Common Agricultural Policy, declined
from F 2.06 billion in 1977 to F 0.56 billion in 1980.

Unrequited transfers abroad in 1981 are estimated to have increased
by 30 per cent to F 23.3 billion. This increase reflected primarily
higher private transfers.

3. Capital account

a. Introduction

In recent years four main factors have influenced developments in
the French capital account. First, the expansion of France's trade
with socialist countries and with non-oil developing countries has led
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to steady capital outflows under the form of export credit to these
countries. Second, since the first oil price shock, the authorities
have at times actively encouraged various domestic entities to borrow
abroad in order to finance their capital requirements. Prominent among
those entities have been large public enterprises, such as Electricité
de France, (to finance its large nuclear energy projects), the SNCF, Gaz
de France, Crédit National, and Caisse Nationale des Télécommunications
(to finance the modernization and expansion of the telecommunication net-
work). Third, the Government's stance in recent years to control infla-
tion by relatively tight monetary policy has resulted in a level of
domestic interest rates generally higher than abroad. Fourth, the emer-
gence of Paris as a major Eurocurrency center and the expanding interme-
diation activities of French banks on international capital markets
brought a large absolute increase in capital movements but also intro-
duced a higher degree of volatility in net capital flows.

b. Long-term capital

From 1977 to 1979 the balance on long-term capital flows swung from
a net inflow of F 0.58 billion to an outflow of F 14.81 billion (Table 46).
Mainly responsible were an F 10.3 billion negative swing in net portfelio
investment due both to a reduction of net purchases of French securities
by nonresidents and a sharp increase in 1979 of purchases by residents
of securities denominated in pounds, deutsche mark, and guilders--and an
F 8.3 billion reduction in foreign borrowing by the private nonbank sec-
tor. The latter was mainly the result of a sizable decline in foreizn
borrowing by some of the large public enterprises and reflected the
authorities' policy, in view of the current account surplus, to let
domestic capital markets accommodate a large proportion of the borrow-
ing requirements of these enterprises.

In 1980 net long-term capital outflows slowed to F 4.53 billion as
some of the earlier trend reversed and in particular as large public
enterprises, abetted by the authorities, sharply stepped up their foreign
borrowing. A more than doubling of bonds issued abroad by large public
enterprises--principally Electricité de France and Caisse Nationale de
Télécommunications--was the main cause of an F 6.92 billion reduction to
F 1.13 billion in net portfolio investment abroad. Borrowing by large
public enterprises was also the main reason for the doubling to
F 17.4 billion of other private nonbank borrowing which, partially offset
by larger net foreign lending by banks and the public sector--the latter
resulting from increased loans to developing countries, led to a
F 6.5 billion increase in other net long-term capital inflows (Table 46).

A further point to note with regard to long-term capital flows in
1980 is the F 2.3 billion drop to F 0.8 billion in net direct foreign
investments. This sharp drop mainly reflected a 57 per cent increase in
French direct investment abroad to F 13.6 billion which might have been
influenced by the liberalization in July 1980 of the controls on these
outflows.
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Preliminary data show that in 1981 long-term capital outflows
increased by F 3,2 billion to F 7.7 billion, and many components showed
even larger variations. The most stable component was export credits
which, reflecting the strength of French exports, increased by 13 per
cent to F 17.5 billion. Net outflows under portfolioc investmwent, on
the other hand, sharply increased by F 9.7 billion to F 16.1 billion,
These outflows occurred mostly in the second and third week of May after
the presidential elections but subsided when the devise-titre system was
introduced (see exchange and trade arrangement section). Net foreign
loans abroad al<o showed large increases to F 11.5 billion, while net
direct foreign investment turned from an inflow of F 0.5 billion in 1980
to an outflow of F 3.8 billion. Most of these higher outflows were,
however, offset by a nearly F 20 billion increase to F 42.5 billion of
authorized foreign borrowing of large public enterprises as the authori-
ties continued the policy of encouraging large domestic entities to bor-
row abroad in order to finance their capital requirements.

c. Short~term private nonbank capital

This item 1s traditionally a net inflow and consists of trade
credit and other transactions of the nonbank private sector, including
advances on import and export contracts. After relatively uneventful
years from 1976 to 1979, net inflows increased in 1980 by F 6.8 billion
to F 15.5 billion. The principal reasons for this were a more than dou-
bling of import credits to F 8.2 billion, probably resulting from the
strong progression of imports in 1980, a 30 per cent increase in advances
on export contracts to F 13.2 billion, and an F 3.1 billion increase in
other net loans.

In 1981 this item is estimated to have changed to a net outflow
which reached F 4.6 billion in the first three quarters. Slower pro-
gression of import credits, higher export credits and in the second

quarter speculative movements in anticipation of an exchange rate
adjustment were the principal contributing factors.

d. Short-term monetary capital

From 1978 to 1980 short-term capital movements of banks turned from
a F 14.6 billion outflow to a F 29.0 billion inflow. Changes in interest
differentials and the strength of the franc in the EMS were the principal
factors underlying this F 43,6 billion swing (equivalent to 10.7 per cent
of the change in M2 over the period).

Capital inflows through the banking system were particularly strong
in 1980. Net deposits in francs of nonresidents and foreign correspondent
banks increased by F 11.6 billion with the largest inflows coming from
the United Kingdom (F 2.5 billion), BLEU (F 2.0 billion), Iraq (F l.l1 bil-
lion), Portugal (F 0.8 billion), Switzerland (F 0.7 billion), and Nigeria
(F 0.7 billion). Residents' short-term indebtedness in foreign currency
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to domestic banks rose by F 13.2 billion against a decline of F 0.5 bil-
lion in 1979. Foreign borrowing was mainly in U.S. dollars (50 per
cent), in deutsche mark (25 per cent), and Swiss francs (ll per cent).

A tightening of domestic credit, the lower cost of funds borrowed abroad
{in the case of deutsche mark and Swiss franc borrowing), and expected
stability or appreciation of the franc (in the case of the U.S. dollar)
seem to have been the principal reasons for this sharp increase. Commer-
cial banks' net forward transactions on foreign currencies also registered
strong inflows=--F 11.7 billion against outflows of F 0.6 billion in 1979,
The main contributing factors were the high levels of domestic interest
rates and expectations that the strengthening of the U.S. dollar in the
last quarter would only be temporary which led to increased forward sales
by exporters,

The year 1981 saw drastic swings in monetary capital flows especially
in net deposits of nonresidents and of foreign correspondent banks, and in
banks' net forward position on foreign currencies. 1In the first quarter,
net monetary capital inflows, attracted by the relatively high domestic
interest rates, rose to F 20.2 billion-~then, by far, the highest flow
ever recorded in a quarter--but in the second quarter, after the presiden-
tial election they abruptly turned around to a F 12.4 billion outflow,

The tightening of capital controls at the end of May, especially the
limits imposed on forward transactions, and further increases in domestic
interest rates, halted the outflow and brought a net inflow of F 2.7 bil-
lion in the third quarter, which in the fourth quarter, after the October
realignment of exchange rates, rose to F 23.4 billion.

€. Leads and lags and unallocated transactions

This entry in the capital account has for several years consistently
registered a surplus, probably because it also includes, in addition to
leads and lags on trade receipts, a relatively large component of unallo-
cated transactions. After declining by two thirds in 1979 to F 5.1 bil-
lion, inflows increased again in 1980 to F 11.6 billion (l.2 per cent of
total trade transactions).

For the first nine months of 1981, data is available only for leads
and lags combined with errors and omissions. This combined item, which
normally shows an inflow, registered an outflow of F 11.9 billiocn.

4, Official reserves

From 1977 to 1980 the French overall balance of payments showed a
cumulative surplus of F 51.5 billion (Table 40). Despite the sharp
deterioration in the current account in 1980, more than half (F 28.2 bil-
lion) of this cumulative surplus was registered in that year as capital
inflows significantly exceeded the current account deficit.



- 82 -

From end-1976 until end-1980 according to the French method of valu-
ation, net official reserves (Table 47) rose from F 91,5 billion (equiva-
lent to some three months of merchandise imports in 1976) to F 351.1 bil-
lion (some seven months of merchandise imports in 1980) reflecting in
addition to the cumulative balance ot payments surplus, mainly new ECU
allocations and valuation adjustment un France's large official gold
reserves 1/ (62 per cent of gross reserves, end of 1980)., 1In 1980 offi-
clal reserves increased by F 141.5 billion, of which F 88.6 billion was
due to gold re-evaluation and F 31.7 billion to operations with the
European Monetary Cooperation Fund (including devaluations of ECU holdings).

Net reserves, excluding valuation adjustment, continued to increase
in the first quarter of 1981 (by F 9.2 billion). In the second and third
quarters, however, heavy pressure on the franc caused by the large specu-
lative capital outflows led to massive intervention by monetary authori-
ties and net reserves declined by an estimated F 53,3 billion (approxi-
mately 15 per cent of net official reserves at end-1980). 1In the fourth
quarter the strength of the franc allowed the authorities to recover some
of the reserves lost during the previous quarters and net reserves increased
by F 16.4 billion. Overall, however, and excluding valuation adjustments,
net official reserves declined in 1981 by F 28 billion.

5. Development assistance

French official development aid rose in 1981 to 0.67 per cent of GDP
from 0.62 per cent in 1980 (from 0.36 per cent to 0.40 per cent if over-
seas departments and territories are excluded). The new Government has
reaffirmed France's commitment t- development aid and announced 1ts
intention of reaching by 1988 at the latest, the target of 0.7 per cent
of GDP for its ODA, excluding aid to overseas departments and territories.
In addition, to this near doubling of ODA b, 1988 the French authorities
announced at the United Nations Conference on the Less Developed Countries
in September 198l its commitment to raise aid to those countries, within
its overall ODA target, from 0.09 per cent of GDP in 1980 to 0.15 per
cent of GDP in 1985.

6. Exchange and trade arrangements

A description of France's exchange and trade arrangements up to the
end of 1980 is .ontained 1n the Fund's 1980 Annual Report on Exchange
Arrangements and Exchange Restrictions. The principal recent changes
are set out below.

1/ Gold holdings are valued on the basis of the average gold price in
U.S. dollars prevailing in the i1nternational markets during the preceding
three months, converted into francs using the average exchange rate of the
dollar on the Paris market during the same period.
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1981

May 16. The 5 per cent resetve requirement on nonresidents' deposits
at commercial banks was removed.

May 21. The Govermment introduced the following exchange control
measures which essentially rescinded the liberalization of July 1980:

~to limit to one month (against two months previously) the duration
of a forward positlon for most imports and to three months for imports of
raw materials and other essential products (no restrictions previously);

~to limit to two working days (instead of eight calendar days pre-
viously) the time during which importers can hold foreign exchange
necessary to pay for imports on a spot basis;

~to require exporters to redeem after one month the foreign exchange
proceeds from exports delivered after May 1981 (instead of until covering
contracts had matured);

~to tighten restrictions on French direct investment abroad by
lowering the maximum amount for which no authorization is required from
F 5 million to F 1 million and to require that the fraction of direct
foreign investment abroad in excess of the latter amount be financed for
at least three fourths by foreign currency borrowing,

~the re-establishment of the devise titre system by which the purchase
of foreign securities by residents 1s required to be matched with the
proceeds from sales of foreign securities by residents. The devise titre
is the unit of account in waich these matching operations are denominated
and its value can fluctuate depending on domestic demand and supply of
foreign securitaies,

September 18. The Govermment announced that in a further effort to
alleviate speculative pressures on the franc all forward coverage of
importers was temporarily suspended.

November 12. The Govermment announced a partial relaxation of the
ban on forward coverage of imports. Importers of green coffee, rice,
hides and skins, wool, hair, cotton and cottcn waste, were authorized
to engage in covering operations not to exceed three months of duration.
Forward coverage must be carried ocut in the currency stipulated 1n the
contract and terminate on the date of the settlement. If settlement of
the contract 1s differed, the forward covering can be extended for a
maximum of eight days without prior authorization. If the settlement
takes place before three months, the operation must be cancelled for the
remaining period. If the contract is cancelled, the covering operation
must be terminated immediately. If the cancellation results in a foreign
exchange profit, the bank involved must inform the monetary authorities.
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1982

March 25, In order to protect the franc against speculative
pressures, the Government announced the following additional exchange
control measures:

-exporters were required to redeem after 15 days (instead of one
month previously) foreign exchange proceeds from exports;

=French direct investment abroad above F 1 million were required
to be financed for at least 75 per cent by foreign currency borrowing
(instead of 75 per cent of the fraction above F 1 million previously);

-the period after which French nationals who leave the country
are considered as nonresidents was increased from one to two years.
Furthermore, after this two-year period, to transfer assets abroad,
nonresident nationals were required to seek approval by the Banque
de France;

-gifts and unilateral transfers by residents to nonresidents ard
transfers abroad ., <esidents for the purpose of acquiring a secondary
residence were also made subject to authorization by the Banque de
France,
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Table 38, France: French Franc: Spot Exchange Rates
and Effective Rate, 1976-81

(Beriod average)

Per cent change against preceding period's external

value of the franc 1/

Effactive
Francs per Relative to Relative to exchange
U.S. dollar U.S5. dollar deutsche mark rate (MERM)
1976 4.7796 -10.3 -8.2 4.4
1977 4.9134 <2.7 -10.3 -4.5
1978 4,5128 8.9 -5.8 -
1979 4.2545 6.1 3.2 2.3
1980 4.2260 0.7 -0.2 1.2
1981 5.4346 -22.2 =-3.4 -10.6
1979 I 4,2680 0.8 -0.3 1.2
1979 Il 4.3743 =2.4 -0.3 -0.8
1979 I1I 4,2343 3.3 -1.0 0.9
1979 w 4,1412 2.3 ~0.6 2.6
1980 1 4,1491 -0.2 0.2 0.2
1980 II 4,2121 -1.5 0.6 -0.8
1980 Il 4.1214 2.2 0.2 0.3
1980 v 4.4215 -6.8 0.3 =3.4
1981 1 4,8598 -9.0 0.7 -4.2
1981 11 5.4185 -10.93 -2.2 -4.,0
1981 III 5.8084 ~h.7 -0.3 -2.0
1981 v 5.6516 -2.8 -5.4 -3.4
1981
January 4.6412 -1.6 0.2 -1.1
February 4.9681 ~6.6 -0.3 -2.6
March 4.9700 - -1.7 -0.1
April 5.1054 2.7 =0.3 -0.6
May 5.4890 -7.Q -1.3 -3.6
June 5.6612 3.0 0.5 -0.3
July 5.7994 =2.4 0.3 -0.3
August 5.9815 -3.0 -0.6 1.5
September 5.6443 6.0 -0.1 2.7
October 5.6246 0.3 -4.1 ~1.1
November 5.6147 0.1 -1.1 -1.1
December 5.7156 -1.8 =0.13 -1.1
Source: IMF, Internatiomal Finapcial Statigtics.

L1/ A positive figure denotes appreciation of the franc.
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Table 46. France: Capital Account Adjusted for Intermediation by the Banking
Sector, 1976-81

(In millions of francs)

1976 1977 1978 1979 1980 1981 1/
ng-term capital -6,126 584 -8,622 -14,813 ~4,536 -7,700
Commercial credit -16,597 -18,531 ~-16,670 -14,576 =15,469 =17,500
Export credit -16,170 -18,250 -16,210 -13,315 -15,834
Import credit =427 -281 =460 =155 365
Direct investments 3,162 2,785 2,936 3,184 801 -3,800
Residents abroad -8,184 -5,885 =8,095 -8,395 -13,260
Foreigners in France 5,022 8,670 11,031 11,579 14,061
Public investment ~417 =595 -898 -1,144 -1,032 -1,300
Portfolio investment ~4,180 2,284 -1,983 =8,061 -1,138 ) 14.900
Other long-term capital 9,870 14,641 7,993 5,784 12,302 ) '
Lending abroad -2,105 -2,915 -696 -3,468 -7,095
Private nonbanking sector =197 -768 -89 =62 -
Banks -890 -1,350 -1,245 -1,699 -3,195
Public sector -1,018 =797 638 -1,707 =3,900
Borrowing abroad 11,975 17,556 8,689 9,252 19,397
Private nonbanking sector 10,283 15,838 7,093 8,766 17,389
Banks 1,340 1,409 1,353 633 1,714
Public sector 352 309 243 -147 294
10Tt-ter nonbanking
sector 4,994 6,537 5,738 8,095 15,455 )
Export credit -5,594 -3,134 -3,623 «5,236 =4,754 )
Import credit 7,129 1,826 2,624 3,489 8,195 ) «11.700
Other lending abroad -4,253 =340 -1,883 -823 =7,324 ) '
Other borrowing abroad 7,712 8,149 8,620 10,665 19,338 )
)
eads and lags and unallocated 4,337 13,364 14,983 5,132 11,640 )
anks 5,478 -6,648 -14,598 1,808 29,048 34,000
In francs -1,524 878 1,172 110 10,509
In foreign currencies 7,002 -7.526 ~15,770 1,918 18,539

Sources: Ministdre de l'Economie et des Finances and Banque de France,

B8alance des Paiements

ntre la France et l'Extérieur; and Banque de France, Bulletin Trimestriel, September 1981.

1/ Preliminary estimates.
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