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I. Domestic Economic  Developments 

1. Real f o r e i g n   b a l a n c e   a n d   d o m e s t i c   a b s o r p t i o n ,  1977-80 

The pattern of g r o w t h   i n   F r a n c e   d u r i n g  t h e  1977-!9 p e r i o d   d i f f e r e d  
i n   s e v e r a l  respects f rom  the   1971-73   pre- recess ion   per iod   (Table  1). 
F i r s t ,  real  growth  averaged  only 3.4 p e r  cent i n  1977-79,  approximately 
2 . 2  percen tage   po in t s  per year  less t h a n   i n  1971-73.  Second,  while  most 
components of f i n a l   d o m e s t i c  demand grew  more  s lowly,   the  slowdown was 
p a r t i c u l a r l y  marked f o r  real investment   expendi tures-from  an  average 
growth  of  6.8 per c e n t  per y e a r   i n  1971-73 to 1.5 p e r  cent i n  1977-79, 
and t o  a lesser ex ten t   fo r   p r iva t e   consumpt ion - - f rom  6 .0  per cent per 
y e a r  in 1971-73 t o  3.8 p e r   c e n t   i n  1977-79. The t r e n d   i n   p u b l i c  con- 
sumption  on  the  other   hand was no t   marked ly   d i f f e ren t :   compared   w i th  
t h e  1971-73   per iod ,   average   g rowth   in   publ ic   consumpt ion   in   1977-79  
d e c l i n e d  by less t h a n  1 p e r c e n t a g e   p o i n t   t o  2.4 per cent.  Third, whereas 
t h e   r e a l   f o r e i g n   b a l a n c e   c o n t r i b u t e d  l i t t l e  t o   g r o w t h   i n  1971-73,  sus- 
t a ined   expor t   g rowth  l e d  t o  a s t r o n g   p o s i t i v e   c o n t r i b u t i o n   i n  1977-78. 
Th l s   e f f ec t   however   d i sappea red   i n   1979-80  when t h e  marked r i se  i n  
import   volume  led  to  a n e g a t i v e   c o n t r i b u t i o n .  

The impact of the   second o i l  shock   on   the   French  economy was a l s o  
somewhat d i f f e r e n t   f r o m   t h e   f f r s t  . I n   p a r t ,   b e c a u s e   t h e   f u l l   e f f e c t  of 
t h e   o i l   p r i c e   s h o c k   i n  1979-80 was m i t i g a t e d  by t h e   a p p r e c i a t i o n  of the  
f r anc   and   because   t he  economy was a l r e a d y  on a lower growth   pa th ,   t he  
d e c l i n e   i n   a c t i v i t y  i n  1979-80 was less pronounced   than   in  1974-75. 
Also, c o n t r a r y   t o   t h e  f i r s t  o i l  prica s h o c k ,   t h e r e  was no d e c l i n e   i n  
real  inves tment ,   p robably   because   inves tment  had a l r eady   been  veL, slug- 
g i s h  i n  t h e   p r e v i o u s   y e a r ,  so that some replacement  investment  could  no 
l o n g e r  be   pos tponed .   Another   d i f fe rence   be tween  the  two r e c e s s i o n s  was 
wi th  respect t o   s t o c k b u i l d i n g .   S t o c k b u i l d i n g  was very much l a r g e r   i n  
1974-75  than i n  1979-80 p a r t l y   b e c a u s e   t h e   s e c o n d   r e c e s s i o n  was less 
s e v e r e   b u t   a l s o   b e c a u s e   e n t e r p r i s e s  seem t o   h a v e   a d j u s t e d  earlier t h e i r  
i n v e n t o r y   t o   t h e   d e c l i n e  i n  demand. 

Except for i n v e s t m e n t ,   t h e   t r e n d  i n  1977-80 of major   cmponen t s  of 
f i n a l  demand i n   F r a n c e  was n o t  much d i f f e r e n t  from o t h e r   l a r g e   i n d u e t r i -  
a l i z e d   c o u n t r i e s  and  both  pr ivate   and  publ ic   consumption  grew a t  about  
t h e  same rate 88 t h e   a v e r a g e   f o r   t h e   s e v e n  largest i n d u s t r i a l i z e d   c o u n -  
t r ies  (Tab le   1 ) .   I nves tmen t   g rowth  i n  F r a n c e   I n  1977-79  however, was 
much lower  on  average  than i n  o t h e r   l a r g e   i n d u s t r i a l i z e d   c o u n t r i e s -  
1 . 4  per c e n t   p e r   y e a r   a g a i n s t  6 . 0  per c e n t   p e r  year on  average fo r  t h e  
s e v e n   l a r g e s t   i n d u s t r i a l i z e d   c o u n t r i e s .  

2. output.   income. and exDendi ture  

The r e c e s s i o n   w h i c h   s t a r t e d   i n   e a r l y   1 9 8 0  was prolonged well i n t o  
1981,   with a consumpt ion- led   rev iva l  of demand o c c u r r i n g   i n  mid-year 
p a r t l y   i n   r e s p o n s e   t o   t h e   J u n e  3 measures a f f e c t i n g  minimum wages  and 
s o c i a l   t r a n s f e r s .  Real GDP s t a g n a t e d  i n  the   s econd   ha l f  of 1980  and in 
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t he   f i r s t   ha l f   o f   1981 ,   bu t   r ebounded   i n   t he   s econd   ha l f  of t h e  year. 
The u p t u r n  was suppor ted  by expans iona ry  fiscal and m n e t a r y   p o l i c i e s ,  
p a r t i c u l a r l y   i n   t h e   e a r l y  part  of t h e   y e a r .  The f i s c a l   s t a n c e   s h i f t e d  
t o  a c y c l i c a l l y   n e u t r a l   p o s i t i o n   i n   1 9 8 1 ,   i n v o l v i n g  a d e f i c i t   e q u i v a l e n t  
t o  2.4 per cen t   o f  GDP, a f t e r   r e c o r d i n g  a small s u r p l u s   i n   1 9 8 0 .   P a r t l y  
i n   r e s p o n s e   t o   t h e  need t o   f i n a n c e   t h e   d e f i c i t ,   b u t  also to assist firms 
i n   d i f f i c u l t y ,   d o m e s t i c   c r e d i t   e x p a n d e d   r a p i d l y   i n  t h e  f i r s t   h a l f  of t h e  
yea r   and   t he  10 p e r   c e n t   t a r g e t   g r o w t h   i n  M2 d u r i n g   t h e   y e a r  was ove r sho t .  
For t h e   y e a r  as a whole, GDP growth i s  e s t i m a t e d  a t  0.7 per  cent  compared 
w i t h  1.6 p e r   c e n t  i n  the   p rev ious   year .   In   th rough- the-year  terms real 
GDP showed a modest increase i n  1981 a f t e r   s t a g n a t i n g   i n  1980. 

The f i r s t  semester of 1981 was c h a r a c t e r i z e d  by a weakening  of domes- 
t i c  demand i n c l u d i n g   s t o c k b u i l d i n g ,   w h i l e   f o r e i g n  demand r o s e   a p p r e c i a b l y  
(see  below).   These  t rends were r e v e r s e d   i n   t h e   s e c o n d  semester, when 
expor ts   s lowed  whi le   domest ic  demand a c c e l e r a t e d .  Real f i n a l   d o m e s t i c  
demand r o s e  by 1.5 per c e n t   i n   t h e   y e a r  as a whole as t h e   i n c r e a s e   i n  
pr iva te   and   publ ic   consumpt ion  more t h a n   o f f s e t   t h e   d e c l i n e   i n   f i x e d  
inves tment   (Table  1). However, t h e   i n v e n t o r y   a c c u m u l a t i o n   o b s e r v e d   i n  
t h e   e a r l y   p h a s e  of t h e   r e c e s s i o n  was followed by h e a v y   l i q u i d a t i o n  start- 
i n g   i n   t h e   f o u r t h   q w r t e r  of 1980 as  b u s i n e s s m e n   a t t e m p t e d   t o   r e s t o r e  
t h e i r   i n v e n t o r y - s a l e s   r a t i o   a n d  as  i n t e r e s t  ra tes  r o s e   s h a r p l y .  This 
d e s t o c k i n g   p r o c e s s ,   w h i c h   l e v e l e d   o f f   i n   t h e   t h i r d   q u a r t e r  of 1981,  made 
a s t r o n g   n e g a t i v e   c o n t r i b u t i o n   t o   g r o w t h   i n   1 9 8 1   a n d   r e s u l t e d  i n  a small 
d e c l i n e   i n   t o t a l   d o m e s t i c  demand. 

P r i v a t e   c o n s u m p t i o n   a c c e l e r a t e d   s l i g h t l y  in 1981  desp i te   the   s low-  
down i n  CDP, r e f l ec t ing   po l i cy   measu res   and   no twi ths t and ing  a r e v e r s a l  
of t h e  downward t r e n d   i n   t h e   s a v i n g s   r a t i o   w h i c h  had suppor ted  con- 
sumption i n  1980. The e l i m i n a t i o n   i n   F e b r u a r y  of t h e   s o c i a l   s e c u r i t y  
c o n t r i b u t i o n s   s u r c h a r g e   i m p o s e d   i n   e a r l y   1 9 7 9   c o n t r i b u t e d  to  a rise i n  
disposable  income  of  about 1 per cen t .   I n   t he   s econd  semester consump- 
t i o n  was a l s o   s u s t a i n e d  by t h e  r ise  i n   n m i n a l  incomes resulting from 
the   soc i a l   measu res   adop ted   i n   mid -yea r   and  by t h e   d e c l i n e   i n   t h e   s a v i n g s  
r a t i o  as income was r e d i s t r i b u t e d   t o  income g r o u p s   w i t h  a h igh   p ropens i ty  
t o  consume. For t h e   y e a r  as a whole,  the s a v i n g  rate is estimated t o  
have r i s e n   t o  15.1 per   cen t   f rom 14.6 per cent   in   1980  and  real p r i v a t e  
consumption to  have  grown at  j u s t   a b o v e   t h e  2 . 2  p e r  c e n t  rate recorded  
i n  1980  (Table  2 ) .  Real d i s p o s a b l e  income r o s e  by 1 .9  p e r  c e n t ,   u p  from 
-0.2 p e r   c e n t   i n   1 9 8 0 ,   a n d  was ma in ly   sus t a ined  by t h e  r ise i n  unemploy- 
m e n t   c a n p e n s a t i o n   a n d   t h e   J u n e   i n c r e a s e   i n   s o c i a l   t r a n s f e r s .  

T o t a l   g r o s s   f i x e d   i n v e s t m e n t   i n   r e a l  terms, which has been  on a 
d e c l i n i n g   t r e n d   s i n c e   t h e   s e c o n d   q u a r t e r  of 1980, f e l l  back by 1.1 p e r  
c e n t   i n   1 9 8 1   t o  i t s  mid-1979 l e v e l .  The d e c l i n e  i n  r -s ident ia l  and  pub- 
l i c  inves tment  was p a r t i c u l a r l y   m a r k e d ,   w h i l e   b u s i n e s s   i n v e s t m e n t  showed 
signs of recovery   toward   the  end of t h e  year. All of t h e  d e t e r m i n a n t s  
Of b u s i n e s s   f i x e d   i n v e s t m e n t   t u r n e d  down or  c o n t i n u e d   t h e i r  ear l ier  
d e c l i n e s   i n   t h e   f i r s t  semester of 1981. The s a l e s   o u t l o o k   r e m a i n e d  
u n f a v o r a b l e   a n d   u n u t i l i z e d   c a p a c i t y   r o s e  t o  i t s  h i g h e s t   l e v e l   s i n c e   t h e  



1 9 7 5   r e c e s s l o n ,  as i n v e s t m e n t   h e l d   u p   b e t t e r   t h a n   p r o d u c t i o n  i n  1980. 
These  development6 were accanpanied  by a n  11 p e r   c e n t   r e d u c t i o n   i n   t h e  
s h a r e  of g r o s s   p r o f i t s  In v a l u e   a d d e d   i n   t h e   f i r s t   h a l f  of t h e  year 
compared w i t h   t h e   s e c o n d   h a l f   i n   1 9 8 0 ,   r e s u l t i n g   i n  a s h a r p   r e d u c t i o n  
i n   t h e   c o r p o r a t e   s e l f - f i n a n c i n g   r a t i o .   F i n a n c i n g   d i f f   l c u l t i e s  were 
compounded by t h e   s t e e p  rise i n   t h e   c o s t  of c r e d i t  In t h e   s e c o n d   q u a r t e r  
of 1981,  as  i n t e r e s t  rates r o s e   t o   h i s t o r i c a l l y   u n p r e c e d e n t e d   l e v e l s .  
Despite a m i l d   u p t u r n  a t  year-end a s  demand prospects improved, b u s i n e s s  
inves tment  i s  l i k e l y  t o  h a v e   b e e n   f l a t   d u r i n g   t h e   y e a r .   P r e l i m i n a r y  
n a t i o n a l   a c c o u n t s   d a t a  estimate a 0.3 p e r   c e n t   d e c l i n e   i n   b u s i n e s s   i u t e d  
inves tment  i n  1981,   fo l lowing  a 5 . 6  p e r  cent rise I n  1980, a l t h o u g h  
s u r v e y   d a t a   p a i n t  a bleaker p i c t u r e .   P u b l i c   e n t e r p r i s e   i n v e s t m e n t  made 
a n e g a t i v e   c o n t r i b u t i o n   t o   t h e   g r o w t h   i n  t o t a l  p r o d u c t i v e   i n v e s t m e n t  
I n   1 9 8 1  as major p r o j e c t s  have  been  completed or  are nea r ing   comple t ion .  
The volume of c a p i t a l   o u t l a y s  of p u b l i c   e n t e r p r i s e s ,   w h i c h   c o n s t i t u t e  
o v e r  20  p e r  cent of b u s i n e s s   f i x e d   i n v e s t m e n t ,  is e s t i m a t e d  t o  have 
d e c l i n e d  by a b o u t  3 p e r  cent i n   1 9 8 1  a f t e r  r i s i n g  at a n  ave rage   annua l  
ra te  of 10  p e r  cent o v e r   t h e   p e r i o d  1315-80.  The d e c l i n e   r e f l e c t s  a 
s t a b i l i z a t i o n  of equ ipmen t   ou t l ays  of Electr ic l te  d e   F r a n c e  (EDF) In 
imp lemen ta t ion  of t h e   n u c l e a r  power  program  and a r e d u c t i o n   i n   o u t l a y s  
of t h e   P o s t e s ,   T C l & o m u n i c a t l o n s  e t  T 6 1 6 d I f i u s i o n s  (PTT) as t h e  
p lanned   expans ion  of t h e  telecomrnt.n%ations  network was completed.  

" 

The volume of r e s l d e n t l a l   l n v e s t m e n t   d e c l i n e d  by 2.8 p e r  c e n t  i n  
1 9 8 1   t a  i t s  mid-1977 l e v e l   a f t e r  a 4.4 p e r   c e n t   d e c l i n e   i n   1 9 8 0 .  A mild  
u p t u r n   i n  mid-year may haJe   been  of a s p e c u l a t i v e   n a t u r e   a n d  was n o t   s u s -  
t a i n e d .   S u r v e y   d a t a   r e l e a s e d   e a r l y  t h i s  year on t h e   p r o s p e c t s   f o r  new 
hous ing  starts i n d i c a t e   t h a t   t h e  recession i n   r e s i d e n t i a l   c o n s t r u c t i o n  
may not   have   bo t tomed  ou t   ye t .  

The f o t e i g n   b a l a n c e   i n  real terms improved  markedly i n   1 9 8 1 ,  more 
t h a n   o f f s e t t i n g   t h e   d e c l i n e   i n  t o t a l  domest ic   denand  (Table  1). The 
volume o€ exports of goods and services rose by 4 . 9  p e r   c e n t ,   r e f l e c t i n g  
the real  e f f e c t i v e   d e p r e c i a t i o n  of t h e   f r a n c   s i n c e  mid-1980,  and the 
l agged   r e sponse  of i n d u s t r i a l   e x p o r t s  to  l a r g e   c o n t r a c t s   c o n c l u d e d   i n  
1 9 7 9  and 1980. The volume of imports d e c l l n e d  by 1.4 p e r  c e n t   i n   t h e  
f i r s t   h a l f  of  1981 i n   r e s p o n s e   t o   t h e   w e a k e n i n g   i n   d o m e s t i c   e c o n o m i c  
a c t i v i t y   r e i n f o r c e d  by the r e l a t i v e  price e f f e c t   b u t   r e b o u n d e d  in t h e  
s e c o n d   h a l f   o f   t h e   y e a r  as e c o n o m i c   a c t i v i t y   r e c o v e r e d .   I n   t h e   y e a r  as 
a whole ,   impor ts  rose by 0.7 p e r  cent compared with 8.6 p e r   c e n t  In 
1980 .   Neve r the l e s s ,   t he  rise i n   i m p o r t  volume a t  a time  when real 
domes t i c  demand d e c l i n e d   r e s u l t e d   i n  a n  i n c r e a s e   i n  import p e n e t r a t i o n  
which  has  been  on a r i s i n g   t r e n d   s i n c e  mid-1978. 

The d e c l i n e   i n   i n d u s t r i a l   p r o d u c t i o n ,  which r e p r e s e n t s  35 p e r   c e n t  
of GDP,  a c c e l e r a t e d   i n  a l l  s e c t o r s   i n   t h e  f i r s t  half of 1981   (Tab le  3 ) .  
From t h e   b e g i n n i n g  of t h e  downswing In t h e  f i r s t   q u a r t e r  of 1980 t o  t h e  
s e c o n d   q u a r t e r   o f   1 9 8 1 ,   t h e   i n d e x   f e l l  by 6 .6  per c e n t  to i t s  mid-1978 
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level.  Thie  comparee  -Ath a 9.6 per cent   dec l ine   f rom  peak   to   t rough 
r e g i e t c r e d  i n  the  1975  receaeion.  The second  half  of t h e   y e a r  wae marked 
by an  upLurn i n  a l l  i n d u s t r i a l  eectore excep t   cons t ruc t ion ,   b r ing ing   t he  
year-on-year  change i n   t h e  index t o  -2.4 per  cent f r a n  0.4 per   cen t  in 
1980. 

3 . Employment 

a. Labor  market 

Since the 1975   r eces s ion ,   t he   l abo r   marke t   i n   F rance  has been char- 
a c t e r i z e d  by a growing  imbalance b e t e e n   l a b o r   s u p p l y  and labor  demand. 
Despite inc reased   r ec ru i t i ng  i n  the s e r v i c e   s e c t o r ,  a r e d u c t i o n   i n  the  
average workweek and  government  programs t o  expand  employment, ne t  employ- 
ment c r e a t i o n  has been   adverse ly   a f fec ted  by a d e c l i n e   i n   t h e  number of 
jobs i n  t he  manufac tur ing   and   the   cons t ruc t ion   sec tors .  A8 a r e s u l t ,  
t o t a l  employment  grew by less than  2 per  cent  between  1975 and  1980. 
Over t h e  same pe r iod ,   t he   l abo r   supp ly ,   s t r eng thened  by  demographic  fac- 
t o r s  and by rising p a r t i c i p a t i o n  rates for women, expanded by c l o s e   t o  
6 per   cent .  Unemployment cor respondingly   increased  by more than  800,000 
t o  1,455,000  persons  on  average i n  1980 o r  6.3 per cent  of t he  a c t i v e  
populat ion that year, a n d   r o s e   f u r t h e r  t o  1,773,000 o r  7.6 per cent of 
t h e   l a b o r   f o r c e  i n  1981. 

Table 4 shows the  main f a c t o r s  which  have a f f e c t e d  the develop- 
ment i n  the   l abor   force   s ince   1962.  Compared v i t h  earlier per iods ,  demo- 
g r a p h i c   f a c t o r s  had t h e i r  s t r o n g e s t   i m p a c t   i n  1975-80. This  r e f l e c t e d  
t h e   e n t e r i n g  in t he   l abo r  market of t he  large  age  group  born  immediately 
a f t e r  the  second  world war and a relative d e c l i n e  In   r e t i r emen t  as t h e  
smaller  1914-1919 age  group came t o   r e t i r e m e n t  age. 

For men, however ,   dec l in ing   pa r t i c ipa t ion  rates, under t h e  in f luence  
of longer educa t ion   per iods   and   increased   tendencies   for   o lder   workers  
t o  seek ea r ly   r e t i r emen t   unde r  the newly  expanded  early  retirernent  schemes, 
mi t iga ted  the  full e f f e c t  of demographic  factors.   In 1975-80 t h e  male 
labor force   increased  by an  average of only 73,000 men per year   o r   about  
ha l f   the   increase   warran ted  by  demographic f a c t o r s .  

For women, i n c r e a s e s   i n   p a r t i c i p a t i o n  rates, p a r t i c u l a r l y   f o r  mar- 
r i ed  women, re inforced  the  demographic   t rend  and  the  female  labor   force 
i n c r e a s e d   i n  1975-80 by an  average  165,000 women per year ,   about  twice 
the  increase r e s u l t i n g  from  demographic  factors. Women accounted for 
n e a r l y  70  p e r  c e n t  of t h e   i n c r e a s e   i n   t h e   t o t a l   l a b o r   f o r c e   o v e r   t h i s  
period . 

Since 1974 when immigration from non-EC c o u n t r i e s  was r e s t r i c t e d ,  
net   immigration appears to   have  had l i t t l e   e f f e c t  on t h e  t o t a l  l abor  
supply. This is i n  c o n t r a s t   w i t h   e a r l i e r   p e r i o d s  when immigration 
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accounted  
t h e   l a b o r  
r e s i d e n t s  

fo r   be tween   one   fou r th  ( i n  1968-75)   and  one  half   of   growth  in  
f o r c e   ( i n  1962-68, a t  t h e  tine of the r e p a t r i a t i o n  ot French 
f rom  Nor th   Afr ica) .  

( 2 )  Demand 
" 

Labor demand in   F rance   neve r   comple t e ly   r ecove red  from t h e   1 9 7 5  
r eces s ion .   In   t ha t   yea r   employmen t   dec l ined  by 217,000  persons or 1 per  
c e n t  of t o t a l  employment. T h e r e a f t e r  i t  took   a lmost  two y e a r s  to r e t u r n  
t o  t h e   l e v e l   o f  employment of b e f o r e   t h e   r e c e s s i o n .  Demand then  g r e w  on ly  
Very  S l u g g i s h l y   i f  a t  a l l .  A l l   t o l d ,   i n  1978-80  employment  increased by 
o n l y  42,000 persons   on   average  per year  compared  with an average  of 
157,000 i n  1971-73. 

The d e c l i n e   i n   t h e  number of jobs i n   1 9 7 5  came above a l l  from a 
s t e e p   r e d u c t i o n  of j o b s   i n   t h e   m a n u f a c t u r i n g   a n d   c o n s t r u c t i o n  sectors, 
wh i l e   t he   g rowth  of r e c r u i t i n g   i n   t h e   s e r v i c e  sector slowed. 

The m a n u f a c t u r i n g   s e c t o r  los t  154,000 jobs i n   1 9 7 5  or  3 per c e n t   o f  
t h e   t o t a l .  The d e c l i n e   a f f e c t e d   n e a r l y  a l l  major s u b s e c t o r s   b u t  part- 
i c u l a r l y   h a r d   h i t  were t h e   t e x t i l e   i n d u s t r y   a n d   t h e  s teel  a n d   r e l a t e d  
i n d u s t r i e s .   I n   p a r t   d u e   t o  a s t r e n g t h e n i n g   i n   t h e   a u t o m o b i l e  sector, 
the   dec l ine   s lowed  in   1976-77  to  44,000 j o b s   p e r   y e a r ,   b u t   d i f f i c u l t i e s  
in t h e   a u t o m o b i l e   i n d u s t r y  and t ne  r e s t r u c t u r i n g  of t h e  s tee l  sector 
c a u s e d   t h e   d e c l i n e  t o  accelerate i n  1978-80 t o  88,700 jobs  p e t  year .  
Consequent ly  by 1980  the   l eve l   o f   employment  in t he   manufac tu r ing  sec- 
t o r  had   regressed  t o  below  1969  levels  and  compared t o  1974   nea r ly  
500,000 j o b s  had b e e n   l o s t .  

There i s  no single cause for  t h i s   s t e a d y   d e t e r i o r a t i o n  of anployment 
i n  the manufac tur ing  sector.  Of impor tance  among t h e   f a c t o r s   t h a t  con- 
t r l b u t e d  18, as i n   o t h e r   i n d u s t r i a l i z e d   c o u n t r i e s ,   t h e   s t r u c t u r a l   s h i f t  
away from t r a d i t i o n a l   i n d u s t r i e s   s u c h  as s t e e l   a n d  text i les .  However, 
i t  is s i g n i f i c a n t   t h a t  s ince  1974 among t h e  18 d i f f e r e n t   s u b s e c t o r s   i n  
m a n u f a c t u r i n g ,   e m p l o y m e n t   r e m i n e d   s t a t i o n a r y   o r   d e c l i n e d   i n   v i r t u a l l y  
a l l  s u b s e c t o r s   e x c e p t   i n   t h e   n o n f e r r o u s   m e t a l  sector, and  even i n  t h i s  
sector t h e   i n c r e a s e  was due  most ly  t o  uranium  processing  which i s  more 
c l o s e l y   r e l a t e d   t o   t h e   e n e r g y   s e c t o r   t h a n  t o  rpanufac tu r iw .  The d e t e r i -  
orating employment s i t u a t i o n   t h e r e f o r e  is a sign of a g e n e r a l  weakness 
of the   manufac tu r ing  sector  of which  s luggish  product ion  growth  and 
d e c l i n e   i n   e n t e r p r i s e s '   p r o f i t a b i l i t y   f a v o r i n g  labor sav ing   i nves tmen t s  
r a t h e r   t h a n   c a p a c i t y  expansion are o t h e r  symptoms. 

Employment i n  t h e  c o n s t r u c t i o n   s e c t o r   a l s o   f e l l   s t e e p l y   i n   1 9 7 5  when 
86,000 j o b s  were l o s t .  I n  l a t e r   y e a r s  and u n t i l   1 9 7 9  employment  continued 
t o   d e c l i n e   b u t  a t  a s lower   pace   and   on   average   18 ,500  jobs  p e r  yedr were 
e l i m i n a t e d   i n   t h i s   s e c t o r  i n  1976-79.   In   1980  there  was a modes t   ga in  of 
9,000 j o b s .  



Moat of the i n c r e a e e   i n  employment I n   t h e  economy took place i n   t h e  
service sec to r .  After a s h a r p   d e c e l e t a t l o n   i n   1 9 7 5  employment l n  commer- 
c i a l  eervicee rebounded,  and  helped i n  p a r t  by the   t ranr r fe rs  of Jobs 
from the   manufac tur ing   sec tor   to   the  senrice e e c t o r ,  grew  on  average by 
175,000  persons per y e a r   i n  1976-79. Since 1979,  however,  the growth 
has weakened  and i n  1980 j o b   c r e a t i o n  i n  t h a t   s e c t o r  f e l l  t o  below t h e  
1971-73  average. 

There was a marked  slowdown s i n c e   1 9 7 5   i n   t h e  scalar d e c l i n e  of 
jobs   in   agr icu l ture ,   p robably   because   condi t ions   in   the   l abor   marke t  
made i t  more d i f f i c u l t   f o r   w o r k e r s   t o  move Out of t h i s   s e c t o r .  The 
slowdown i n   t h e  number of worke r s   l eav ing   ag r i cu l tu re  was also t h e  main 
r e a s o n   f o r  the markedly  slower  decline of t h e  number of self-employed 
f rm 140,000 persons per y e a r   i n  1971-73 t o  30,000 persons  per  year i n  
1976-80  and s i n c e  1976 t h e  number of nonfarm  self-employed  has  been 
s lowly  increaeing.  

b . Unemployment 

As a r e s u l t  of t h e  s h a r p   d e c l i n e   i n  employment i n  1975,   the number 
of unemployed increased  by n e a r l y  50 per c e n t   i n   t h a t  year t o  902,000 
peraons ,   equiva len t   to  4.1 pe r   cen t  of the   l abor   force .   In   subsequent  
years  unemployment cont inued   to   increaee  by on average 10 per   cent  per 
year  and  reached  1,773,000  persons i n  1981 or 7.6 per   cen t  of t h e   l a b o r  
force   (Table  5 ) .  The main p a t t e r n   i n  unemployment has been a marked 
inc rease   i n   f ema le  unemployment, p a r t i c u l a r l y   i n   t h e   y o u n g e r  age group 1/ 
and   an   i nc rease   i n  the average   dura t ion  of t h e  unemployment per iod from- 
e i g h t  months i n  1974 t o  a y e a r   i n  1981. Per s e c t o r ,  unemployment  grew 
moat r a p i d l y   i n   t h e   s e r v i c e   s e c t o r .  It is a l s o   i n   t h i s   s e c t o r   t h a t   t h e  
r a t i o  of vacancies   over  unemployment is the lowest. 

C. Required  growth i n  unemployment t o  
s t a b i l i z e   t h e  unempioyment ra te  

As shown i n   T a b l e  4 ,  no s i g n i f i c a n t   r e d u c t i o n  in t h e  growth of t h e  
l a b o r   f o r c e  is expec ted   un t i l   t he   midd le  of t h e  1980s.   Until   then  slower 
demographic  growth  and  decelerating  female  participation rates w i l l  be 
o f fse t  by slower d e c r e a s e s   i n  male p a r t i c i p a t i o n  rates, and  on  average 
the   l abor   supply  will increase by 230,000 persons per year,   comparable 
t o  the  growth i n  1975-80. A s h a r p   d e c r e a s e   t o  133,000 persons per yea r ,  
however, i s  expected  €n  the la ter  ha l f  of t h e  1980s.  Demographic  growth 
w i l l  then  slow down s u b s t a n t i a l l y  and   f ema le   pa r t i c ipa t ion  rates will 
beg in   t o   s t ab i l i ze   a round  45 per cen t .  This t rend  is expected  to  con- 
t i nue   i n to   t he   1990s  when l abor   force   g rowth  may s t ab i l i ze   a round  
95,000 per year .  

1/ The i n c r e a s e   i n   t h e  number of women of less than  40 years of age 
accounted for more t han  40 per  cen t  of t h e   t o t a l   i n c r e a s e   i n  unemployment 
over  1974-80,  and i n  1980 some 55 per   cen t  of persons  unemployed were 
women, up from 45 p e r  cen t  i n  1970. 
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I n   o r d e r  t o  main ta in   the   unemployment  rate a t  i t s  1 9 8 0   l e v e l  of 
6.3 p e r   c e n t ,   a n d   b a s e d   o n  INSEE'S l a b o r  force p r c j e c t i o n s ,   n e t   e m p l o y -  
ment c r e a t i o n   s h o u l d   a v e r a g e  230,000 jobs i n  1980-85 ,   125 ,000   j obs   i n  
1985-90,  and 88,000 j o b s  i n   1 9 9 0 .  This c o m p a r e s   w i t h   t h e   c r e a t i o n  of 
157 ,000   n rw   jobs   on   ave rage   i n   1971-73   and   90 ,000   j obs   i n   1976-80 .  If , 
however,  job c r e a t i o n   i n   t h e   n e x t  2 0  yea r s   r ema ins   a round   t he   1976-80  
a v e r a g e ,   t h e  unemployment r a t e  w i l l  i n c r e a s e  t o  9.1 per c e n t   i n   1 9 8 5 ,  
9.7 p e r  c e n t   i n   1 9 9 0 ,   a n d   t h e r e a f t e r   s t a b i l i z e   a r o u n d  9 p e r   c e n t   u n t i l  
t h e   e n d   o f   t h e   c e n t u r y .  

d.  Employment po l i c i e s  

I n   v i e w  oi t h e   h l q h  rates of growth   needed  t o  create t h e  new employ- 
ment   necessary  to  a b s o r b   t h e   a c t u a l   a n d   p r o s p e c t i v e  job s e e k e r s ,   t h e  
a u t h o r i t i e s   h a v e   t u r n e d  t o  s p e c i a l   m e a s u r e s  t o  contain  unemployment .  

(1) Ikcrees o f   J a n u a r y   1 9 8 2   r e d u c e d   t h e   l e g a l  workweek  from 40 
t o  39 h o u r s   a n d   i n t r o d u c e d  a f l f   t h  week of p a i d   h o l i d a y .  The purpose  of 
t h i s   m e a s u r e ,   w h i c h   c o n s t i t u t e s  a f i r s t   s t e p   t o w a r d  a 35-hour  workweek 
by  1985,  was t o   p r o m o t e  new employment   through work s h a r i n g .  To avo id  
h a v i n g   t h e   r e d u c t i o n   i n   t h e  workweek  show  up  mainly i n   i n c r e a s e s   i n   o v e r -  
time r a t h e r   t h a n   i n  new e m p l o v m e n t ,   t h e   d e c r e e  also l i m i t e d   t h e   r e c o u r s e  
t o   o v e r t i m e .   C o n c e r n i n g   p a y ,   t h e   d e c r e e   p r o v i d e d   f o r   m a i n t e n a n c e  of 
m o n t h l y   w a g e s ,   d e s p i t e   t h e   r e d u c t i o n   i n   h o u r s   w o r k e d ,   f o r   w o r k e r s   p a i d  
a t  t h e  SMIC. S u b s e q u e n t l y ,   h D w e v e r ,   t h e   p r i n c i p l e  was a c c e p t e d   t h a t  
monthly wages   should   be   main ta ined  a t  a l l  l e v e l s .  

( 2 )  Work s h a r i n g  ts a l s o  t o  be   p romoted   th rough a r e d u c t i o n  
i n   t h e   r e t i r e m e n t   a g e   t o  60 e f t e r  37 .5   years  of c o n t r l b u t i o n s  t o  t h e  
s o c i a l   s e c u r i t y   s y s t e m ,   a n d   f o r   o p t i o n a l   r e t i r e m e n t  a t  5 5 .  The  scheme, 
t o  become e f f e c t i v e  itl A p r i l   1 9 8 3 ,   w o u l d   r e p l a c e   t h e  existing " g u a r a n t e e  
of r e s o u r c e s "   w h i c h   p r o v i d e s   f o r   e a r l y   r e t i r e m e n t  a t  60 w i t h  70 p e r   c e n t  
o f   g r o s s   s a l a r y  a t  r e t i r e m e n t .  

The G o v e r n m e n t   h a s   g r a n t e d   f i s c a l   i n c e n t i v e s   t o   f i r m s   t h a t   s i g n  
a g r e e m e n t s   ( c o n t r a t s   d e  so l ida r i t e )  t o  create new  employment  through 
r e d u c t i o n s  i; t h e  workweek o r  e a r l y   r e t i r e m e n t .  The ag reemen t s   p rov ide  
for s t a t e  s u b s i d i z a t i o n  of e a r l y  retiree p e n s i o n s ,   p r o v i d e d   t h e   r e t i r e d  
are r e p l a c e d  by new p e r s o n n e l ,   a n d  f o r  r e d u c t i o n s   i n  social s e c u r i t y  
c o n t r i b u t i o n s   t o   f i r m s   c r e a t i n g  new  employment  by  reducing  the  workweek 
t o  below t h e   l e g a l l y   p r e s c r i b e d   h o u r s   b e t w e e n   S e p t e m b e r  15, 1981  and 
September 1, 1983 .   Under   t he   s cheme ,   t he   S t a t e  would c o n t r i b u t e  70 p e r  
c e n t  of s a l a r y   t o   w o r k e r s   r e t i r i n g   b e f o r e  age 60 and f i r m s  would c o n t r l b -  
U t e  an a d d i t i o n a l  10 per cen t .   Employe r s '  s o c i a l  s e c u r i t y   c o n t r i b u t i o n s  
would  be  reduced by 7 5  per c e n t   f o r  new p e r s o n n e l   h i r e d   d u r i n g   t h e   f i r s t  
y e a r   a n d  25  p e r   c e n t   d u r i n g   t h e   s e c o n d   y e a r  If t h e  workweek were s h o r t e n e d  
by two h o u r s ,   a n d  by 1 0 0   p e r   c e n t   a n d  50 p e r   c e n t   r e s p e c t i v e l y   f o r   r e d u c -  
t i o n s   e x c e e d i n g  two hour s .  
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( 3 )  I n   a d d i t i o n  to  thcec  mcaeurea, a you th   t r a in ing  scheme 
(Plan  Avenir  Jcuner) war i n i t i a t e d   i n  1981,  which  conetituted a new 
v-ea pour 1'Emploi. The new veteion  provided f iscal  
i n c e n t i v e s   t o  f s s  w h k h   h i r e d  young  persona  wfthout  training. 

(4) F i n a l l y ,   t h e  Government  announced t h e  c r e a t i o n  of  210,0013 
new jobs i n  t h e   p u b l i c   s e c t o r  by  1983. Of t h e s e ,  55,000 had a l ready  
been  created i n  1981; a n   a d d f t i o n a l  71,000 were t a r g e t e d   f o r  1982  and 
85,000 for 1983. 

4. Costs  and prices 

The i n f l a t i o n  rate in   France   has   been   cons is ten t ly   h igher   than   the  
indus t r ia l   count ry   average   in   the   1970s .  The d i f f e r e n t i a l ,  which  had 
averaged 1.3 p e r c e n t a g e   p o i n t s   i n  1975-79,  widened t o  1.4 percentage 
p o i n t s   i n  1980 and 3 . 4  po in t s   i n   1981   (Char t  1). With respect t o   t h e  
c o u n t r i e s   p a r t i c i p a t i n g   i n   t h e   E u r o p e a n   M o n e t a r y   S y s t e n   t h e   d i f f e r e n t i a l  
narrowed  from 3.2 i n  1979 t o  2.4 i n  1980  but  widened t o  2.8 percentage 
p o i n t s   i n  1981. 

Nominal hourly wages rose  bl 17.0  per  cent  during  1981, up from 
1 5 . 4  per   cent   during  1980,   and  acceierated  during  the  second  half   of   the  
year  (Table 6) .  Hourly wages i n  real terms fol lowed  the same p a t t e r n  as 
nominal  wages,   r ising by 2.6 per   cent   during  1981,  up  from  1.6 per c e n t  
during  1980,  and  accelerating  between  the two halves  of the   year .  
Although real  hourly wages r o s e  by an  average  of 2.0 per cen t  per year  
ove r   t he   pas t  f o u r  yea r s ,  take-home pay h a s   o n l y   r i s e n  by about 1.5 p e r  
cent   over   the  same period as h i g h e r   s o c i a l   s e c u r i t y   t a x  rates have been 
less t h a n   f u l l y   r e f l e c t e d   i n   g r o s s  wage claims. 

Wages i n  F rance   a r e  se t  by c o l l e c t i v e   b a r g a i n i n g ;  wage agreements 
are  usua l ly   concluded   for   per iods   cover ing  less than  a yea r  and are eub- 
ject t o   c o s t  of l iv ing   ad jus tments ,   a l though formal wage indexat ion  was 
outlawed i n  1958. The minimum wage,  however, is set by t h e  Government 
and is  au tomat i ca l ly   ad jus t ed  when consumer  prices rise by 2 per c e n t   o r  
more. In   recent   years   government   pol icy has sought to canpress  the wage 
scale i n   o r d e r   t o   r e d u c e  income d i f f e r e n t i a l s  by g r a n t i n g ,  a t  i t s  own 
d i s c r e t i o p ,  minimuu wage Inc reases  in excess of the  l ega l ly   p re sc r ibed  
c o a t  of ving adjua  tments. AB a r e s u l t  of t h i s  po l i cy ,  t h e  minimum 
wd\ge rate has   ou tpaced   the  econamy-wide rate by an  average of 0.3 per- 
centage  points  over  the  period  1975  to  1980. The d i f f e r e n t i a l   r o a e   i n  
1 9 8 1 ,   r e f l e c t i n g   t h e  10 p e r  cen t  upward a d j u s b n e n t   i n   t h e  minimum wage 
granted by t h e  Government on June  l--representing a 6.5 per cen t   i nc rease  
i n   r e a l  terms--which was l e s s  than  f u l l y  r e f l e c t e d  i n  h igher  wages. To 
p a r t l y   o f f s e t   t h e  cost to  e n t e r p r i s e s  of t h e   l a r g e  mid-year increase in 
t h e  minimum wage, t h e  Government  reduced by 50 per  cent   the  employers '  
s o c i a l   s e c u r i t y   c o n t r i b u t i o n s   f o r  wages  and salar ies  less than or   equa l  
to 1.2 times t h e  minimum wage. 
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I n   o r d e r   t o  moderate t h e  rise i n  wage rates and  break  the  pr ice-wage 
s p i r a l ,   t h e  Government  has  proposed a forward- looking   indexat ion   scheme 
l i n k i n g  wages t o   t h e  target rate of i n f l a t i o n  rather t h a n   t h e   r e c o r d e d  
rate,  w i t h  a p r o v i s i o n   f o r   c o m p e n s a t i o n  of t h e   d i f f e r e n c e ,  if any  should 
arise,  b e t w e e n   t a r g e t   a n d   a c t u a l  rates of i n f l a t i o n .  The sys t em w i l l  be 
i n t r o d u c e d   i n   t h e   p u b l i c   s e c t o r   i n   t h e   s e c o n d   h a l f   o f   1 9 8 2 ,   f o l l o w i n g  
a n   a g r e e m e n t   w i t h   c i v i l   s e r v a n t s   i n   M a r c h ,   a n d   h a s   b e e n  strongly encour- 
aged i n   t h e   p r i v a t e  sector. 

A f t e r   d e c e l e r a t i n g   m i l d l y  in t h e   s e c o n d   h a l f  of 1 9 8 0 ,   t h e  ra te  of 
i n c r e a s e   i n   c o n s u m e r   p r i c e s   p i c k e d   u p   a g a i n   d u r i n g   t h e   f i r s t   n i n e   m o n t h s  
o f   1981   t o   an   annua l  ra te  of 14.9 per   cen t   f rom  13 .6  p e r  c e n t   d u r i n g  
1 9 8 0 .   S e v e r a l   f a c t o r s   c o n t r i b u t e d   t o   t h e   I n c r e a s e .  Food p r i ces ,   wh ich  
had been a dampening f a c t o r   i n   t h e   p r e v i o u s   y e a r ,   r o s e  by 16 .9   pe r   cen t  
( annua l  rate) d u r i n g   t h e   f i r s t   n i n e   m o n t h s   o f   1 9 8 1 ,   c o m p a r e d  w i t h  9.8 pe r  
cen t   du r ing   1980 .  Prices of services also rose by s l i g h t l y  more   t han   t he  
i n d e x   f o r  a l l  items, w h i l e  prices of   manufac tures ,   which  are more exposed 
t o   f o r e i g n   c o m p e t i t i o n ,   d e c e l e r a t e d   t o   1 3 . 6   p e r   c e n t   f r w  15.6 p e r   c e n t  
d u r i n g   1 9 8 0 .   I m p o r t   p r i c e s   c l i m b e d   s h a r p l y  as t h e   f r a n c   d e p r e c i a t e d ,  
p a r t i c u l a r l y  L se of ene rgy   and  raw materials ( T a b l e  8). The accel- 
e r a t i o n  of i n f l a t i o n  was p a r t i c u l a r l y  marked d u r i n g   t h e  summer months, 
when domes t i c   ene rgy  prices a n d   p u b l i c   u t i l i t y   c h a r g e s ,   w h i c h  had h a r d l y  
changed  during the f i r s t   f i v e  months of 1981,  were a d j u s t e d   t o   r e f l e c t  
costs. 

F o l l o w i n g   t h e   d e v a l u a t i o n  of t h e   f r a n c   w i t h i n   t h e  EMS on October 4 ,  
prices of s e r v i c e s ,   w h i c h   r o s e  a t  a n   a n n u a l  rGte of  15.2 p e r  c e n t   d u r i n g  
t h e  s ix  months  ending i n  September,  were f r o z e n  a t  t h e i r   O c t o b e r  3 
l e v e l  f o r   s i x   m o n t h s ,   w h i l e   i m p o r t e r s '   p r o f i t   m a r g i n s  and p r i c e s  of 
b a s i c   f o o d s t u f f s  =re f r o z e n   f o r   t h r e e   m o n t h s .  A t  the sane t i m e ,   t h e  
Government  announced a 10 per c e n t   t a r g e t  rate of i n f l a t i o n   d u r i n g  
1982  and a 1 2  p e r   c e n t   g u i d e l i n e   o n  wage increases, These  measures 
c o n t r i b u t e d   t o  a slowdown i n   p r i c e   i n c r e a s e s   d u r i n g   t h e  last  q u a r t e r  
o f   1981 ,   b r ing ing   t he  rise i n   t h e  C P I  down t o  14.0 p e r  c e n t   d u r i n g  
t h e   y e a r  as  a whole. An a d d i t i o n a l   r e s t r a i n i n g   f a c t o r  was t h e   v i r t u a l  
s t a n d s t i l l   i n   p u b l i c   t a r i f f s   d u r i n g   t h e   f o u r t h   q u a r t e r ,   n o t w i t h s t a n d i n g  
a 26 p e r   c e n t   i n c r e a s e   i n   e n e r g y   p r i c e s   ( a n n u a l  ra te)  as t h e   f r a n c  
d e p r e c i a t e d .  1/ In year-on- y e a r  terms, t h e  CPI rose by 13.1 p e r  cent 
i n   1 9 8 1 ,  2/ just be low  the  r a t e  r e c o r d e d   i n   t h e   p r e v i o u s   y e a r ,   r e f l e c t i n g  
a 14 p e r   c e n t   i n c r e a s e   i n   p r i c e s  of   food  and  services   and a 12.8 per 
c e n t   i n c r e a s e  in p r i c e s   o f   m a n u f a c t u r e s   ( T a b l e  8). 

I n   J a n u a r y   1 9 8 2   t h e   G o v e r n m e n t   a n n o u n c e d   t h a t   s e r v i c e   i n d u s t r i e s  
would  be r e l e a s e d  from t h e  freeze,  due t o   e x p i r e   i n  A p r i l ,  p rov ided   t hey  
s igned   agreements  t o  l i m i t  t h e i r   p r i c e  i n c r e a s e s   t o   1 0   p e r   c e n t   d u r i n g  

I/ P u b l i c   t a r i f f s   a c c o u n t   f o r  14 p e r  c e n t  of t h e  CPI, and 7 2  per c e n t  

- 2/ 13.4 per cent o n   t h e   b a s i s  of the   annual   average   computed  by INSEE. 
of-these relate to  e n e r g y   p r o d u c t s .  
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1982. Such agreemente were signed with aeve ta l  service indus tr i e s ,  
including  hotels ,   restaurants ,  and auto  repairers.  Food pricee were 
freed e ince  the beginning of the year. Manufactured goods, whose produc- 
tion the Government wishes to  encourage, are only subject t o  a voluntary 
guidel ine ,  while increases  i n  public u t i l i t y  charges are also subject  t o  
the 10 per cent limit for 1982. 
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Table 2 .  Franke: Gross Domestic Product   and Income 

and  Expenditure of Households, In  Curren t   Pr ices ,   1978-81  

(ChanRes and r a t i o s  i n  per c e n t )  

1978 1979 1980 1981 AI 

Gross domestic product  
Pe r sona l  income L/ 

Of whicn: 
Wages and sa la r ies  21 
Other  earned  income 
S o c i a l   s e c u r i t y   t r a n s f e r s  

Income taxes 
Disposable  income 

Of whit%: 
Consumptioq  expenditure 
Saving 

Saving as a p e r  cent of 
d i s p o s a b l e  : ncome 

Real d i s p o s a b l u  income 

13.6 
12.9 

12 .5  
1 3 . 1  
1 9  .o 
12 .8  
14.5 

13.3 
20.8 

17.5 
4.9 

14  .O 
13.2 

10.1 
13.4 
15.7 
13 .2  
12.1 

14.3 
1 . 6  

15.9 
1.3 

12 .9  
14.6 

13.6 
13.3 
15.4 
18.8 
12.7 

15.1 
0.3 

14.6  
-0 .2  

12.6 
16.5 

15  .O 
15.9 
19.7 
16.1 
16 .O 

1 5 . 7  
18.1 

15.1 
1 .9  

Sources: INSEE, Informat ions  Rapides ,  No. 61  (April 7 ,  " 1981) and 
Ao. 176 (October 9,   1981);   Tendances de la Conjoncture ,  Note de 
SynthZse  (March 5, 1982);  and Assernbl5.e N a t i o n a l e ,   P r o j e t   d e  L o i  de  
F inances  pour 3982,  w o r t  Economique e t  F inancier   (1981) .  

- ~. 

- 1/ Estimate. 
2 /  Includes other income ( n e t ) ,  which i n  1980 amounted to only 

3.3 per cent of personal   income 
- 3/ Net of s o c i a l   s e c u r i t y  contributions. 
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Table 4 Prracr: Factor8 Affecting the Dwrlopmmt of the Supply of Labor, 1962-2QOO 

(Annual rvrratze chanses i n  thourrnd peraons) 

1962- 1968- 1975- 1980- 1985- 1990- 
1968 1975 1980 1985 AI 1990 1/ 2 0 0 0  A/ 

Effect of demographic factors and 
net immigration 
Of vhich: 
Net migrat ion 21 
Net increrra of man 

Lass than 25 years 

55 md older 
Net iacrersr of women 

Leos than 25 years 
Of 25-54 years 
55 and older 

O f  25-54 yrAt9 

Effect of  changes in participation 
rates 
Hen 

Lees than 25 years 
Of 25-54 years 
55 and older 

Less than 25 years 
Of 25-54 years 
55 and older 

Women 

Changes in the supply of rabor 
Ma 

Lese than 25 years 
Of 25-54 years 
55 and older 

Lese than 25 years 
Of 25-54 YWTJ 
55 and older 

Women 

268 

132 
166 

102 

-128 - 106 
-44 

-5 
-57 
-22 
-20 
25 

-27 

140 
30 

80 

228 

58 
15 1 

77 

-34 
-101 
-51 

2 
-5 2 
67 - 19 
113 
-27 

194 
50 

144 

207 

" 

136 
1 

81 
54 
71 
1 

42 
28 

31 
-63 
-17 

-3  
-43 
94 

-15 
119 
-10 

238 
7 3  
-16 

78 
11 

165 
-14 
161 
18 

182 

- 
116 

2 
73 
39 
68 
1 

44 
23 

48 
-40 
-7 
-1 
-32 
88 
11 
94 
-17 

230 
74 
-5 
72 

156 
12 
138 

6 

. 

123 

0- 

76 
-9 
86 
-1 

-4 7 
-9 
60 
-4 

10 
-31 
-7 
-1 

-23 
41 
10 
44 
-13 

133 
45 

-16 
85 

-24 
88 
I, 

104 
-17 

03 

0- 

52 
-18 
79 
-9 
31 

-16 
57 
-10 

11 
-16 
-1 
-1 - 14 
27  

5 
26 
-4 

94 
36 

-19 
78 

-23 
58 

-11 
83 
-14 

Sources: INSEE, Economie et Stat is t iwe No. 115, and Collection D No. 79, Projection de l a  
Population Active et Disponible, 1975-2000 ,  

- 1) INSEE project ions. 
- 2) Net immigration assumed t o  be zero af ter  1976. 
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11. The  Manufactur ing  Sector  

1. Prof i t a b i l i t y  a n d   i n v e s t m e n t   i n   t h e   m a n u f a c t u r i n g  
s e c t o r   s i n c e  1975 

Movements i n   t h e   p r o f i t   p o s i t i o n  of e n t e r p r i s e s   c a n   b e   s e p a r a t e d  
i n t o  two c o m p o n e n t s :   t h e   t r e n d   i n   v a l u e   a d d e d   a n d   t h e   a l l o c a t i o n  of 
value  added among p r o d u c t i o n   f a c t o r s .   A f t e r   t h e   f i r s t  o i l  p r i c e  shock 
a n o t i c e a b l e   d e c l i n e   i n   m a n u f a c t u r e r s '   p r o f i t a b i l i t y   o c c u r r e d   o n   a c c o u n t  
of   bo th   these   components .   Despi te  some improvements i n  the l a t t e r  h a l f  
o f   t h e   1 9 7 0 s ,   p r o t i t a b i l i t y   i n   t h e   m a n u f a c t u r i n g  sector n e v e r   c o m p l e t e l y  
recovered.   Value  added  on  average grew less r a p i d l y   t h a n  i n  o t h e r  sec- 
t o r s  of t h e  economy  and t h e   s h a r e  of the o p e r a t i n g   s u r p l u s   i n   v a l u e   a d d e d  
remained  below i t s  1974  leve l   and   be low the a v e r a g e   f o r   t h e  economy, 

T h i s   d r o p   i n   p r o f i t a b i l i t y   a p p e a r s  to have   r educed   t he  sector 's  
c a p a c i t y   t o   i n v e s t ,  a s  shown by t h e   f a l l   i n   t h e   i n v e s t m e n t  r a t io  a f t e r  
1975. It p r o v i d e d   a n   I n c e n t i v e  to  i n v e s t  i n  labor fraving  equipment 
r a t h e r   t h a n   e x p a n d   c a p a c i t y   a n d   t a e r e b y   c o n t r i b u t e d  t o  t h e   d e c l i n e   i n  
employment i n   t h e   m a n u f a c t u r i n g  sector since 1975  (Table  9 ) .  It also  
c o n t r i b u t e d   t o  the marked  slowdown i n   p o t e n t i a l   g r o w t h   i n   r e c e n t   y e a r s .  

a. Developments i n   v a l u e   a d d e d  

S ince   1975   va lue   added  in t h e   m a n u f a c t u r i n g  sector has  grown on  aver-  
age by 1 2  per c e n t   p e r   y e a r  in nominal  terms, or approx ima te ly  1.3 p e r c e n t -  
a g e   p o i n t s   p e r   y e a r   b e l o w   v a l u e   a d d e d   f o r   t h e   w h o l e  of t h e  market sector,  
a n d   t h e   s h a r e  of manufac tu r ing  I n  t o t a l  va lue   added  has decl ined   f rom 
28 per c e n t  i n  1973 t o  26.8 p e r   c e n t   i n  1980.  Moreover, within t h e  manu- 
f a c t u r i n g   i n d u s t r y   t h e r e  was some d i v e r g e n c e  a s  the s t r o n g   p r o g r e s s i o n  
of   va lue  added i n   t h e  motor v e h i c l e   i n d u s t r y  (18.8 p e r   c e n t  per y e a r )  
concea led  the weaker  performance of some of t h e  main i n d u s t r i e s   i n c l u d i n g  
consumer goods , i n t e rmed ia t e   goods ,   and   consumer   du rab le8   ( t oge the r ,  
60 per c e n t  of m a n u f a c t u r i n g   v a l u e   a d d e d   i n   1 9 8 0 )  where value  added  grew 
on average by less t h a n  11 p e r   c e n t   p e r   y e a r   ( T a b l e  10). 

One of t h e  reasons f o r  this s l u g g i s h   g r o w t h   i n   m a n u f a c t u r i n g   v a l u e  
added seems to be t h e   g a p   t h a t   a p p e a r e d   i n   1 9 7 4 ,   f o l l o w i n g   t h e   f i r s t   o i l  
shock ,   be tween  va lue   added   and   ou tput   p r ices   on   the   one   hand ,  and i n p u t  
p r i c e s  on t h e   o t h e r :   w h i l e   i n p u t ,   o u t p u t ,   a n d   v a l u e - a d d e d   p r i c e s   i n  most 
s e c t o r s   i n c r e a s e d  at r o u g h l y   t h e  same r a t e  from  1968  and  unt i l   end-1973,  
i n p u t   p r i c e s  by far ou tpaced   ou tpu t  prices fol lowing the  te rms-of - t rade  
shock of 1 9 7 3 .   O u t p u t   p r i c e s   a n d   t h e   v a l u e - a d d e d   d e f l a t o r   p a r t l y   c a u g h t  
u p   i n   1 9 7 5 ,  but grew a t  t h e  same r a t e  as i n p u t   p r i c e s   t h e r e a f t e r  and  by 
1981  they  were s t i l l  l a g g i n g   b e h i n d   i n p u t  prices i n  t h e   m a n u f a c t u r i n g  
s e c t o r .  This s u g g e s t s   t h a t   i n   t h e   l a t t e r  half of the   1970s ,   because  of 
c o m p e t i t i v e   p r e s s u r e s ,   m a n u f a c t u r e r s   h a v e   n o t   b e e n   a b l e   t o  raise t h e i r  
o u t p u t  prices s u f f i c i e n t l y  t o  m a i n t a i n  gross marg ins   and   i n s t ead  accep- 
t e d  a r e l a t i v e   s q u e e z e   o f   t h e   u n i t   p r i c e  of t h e i r   v a l u e   a d d e d .   I n  
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c o n t r a s t ,  i n  t he  commerce and   ecrv ice   ecc torm,   there  waa a l r o  a r e l a t i v e  
squeeze of t h e   d e f l a t o r  of value  added  over  the 1 9 7 4 - 7 5  per iod ,   bu t   the  
inc rease  i n  i npu t   p r i ces  was more spread  out  and by 1979   en te rp r i se s  I n  
t h i s   s e c t o r  had l a rge ly   r e - e s t ab l i shed   t he i r   g ros s   marg ins .  

Fac tor   shares   in   va lue   added  

Table 11 compares   t he   f ac to r   d i s t r ibu t ion  of va lue  added f o r   t h e  
manufacturing sector,  for   the  commerce and service s e c t o r ,   a n d  for t h e  
m a r k e t   s e c t o r   i n   g e n e r a l ,  

In  the  manufacturing sector, from  1967  and u n t i l  1973, t h e   s h a r e  of 
gross  wages and s a l a r i e s   r e m a i n e d   r e l a t i v e l y   c o n s t a n t  at about 52 per cen t .  
Immediately  following  the f i r s t  o i l   p r i c e  shock i n  1974,  t h i s   s h a r e   d e c l i n e d  
by 2 percentage  points  as s a l a r y   i n c r e e w s   l a g g e d   b e h i n d   i n c r e a e e s   i n  pto- 
ducer  prices. The next year, however, a s  t h e   r e c e s s i o n  slowed output  and 
product ivi ty   growth  while  wages and salar ies  cont inued to ad jus t  to pre- 
vious  years '  price i n c r e a s e s ,   t h e  wage share   reached a decade  high of 
54.6 pet cent .   Subsequent ly ,  from 1976 t o  1980 slower growth i n   r e a l  
wages and p r o d u c t i v i t y  gains l e d  t o  a d e c l i n e  and t h e n   s t a b i l i z a t i o n  of 
t h e  wage share  around 53.7 per cen t   ( excep t   fo r  a d i p   t o  52.6 per c e n t  
i n  1979) .  However, t h e  l a b o r   s h a r e   i n c l u s i v e  of employers '   social   secu- 
r i t y   c o n t r i b u t i o n s   d i d   n o t   f u l l y  re f lec t  the  reduction  and  eubseguent s ta-  
b i l i z a t i o n  of t h e  gross wage s h a r e  a f t e r  1975.  Following  the  recession 
of 1975 and the   ensu ing   l a rge   i nc reases   i n   unemploymnt ,   t he   soc i a l   s ecu=  
r i t y  system came i n t o   f i n a n c i a l   d i f f i c u l t i e s .   B o t h   e m p l o y e r s '  and 
employees '   contr ibut ions were then   r a i sed ,   ma in ly  by g radua l ly   i nc reas ing  
the s a l a r y  ceilings on  which maximum c o n t r i b u t i o n s  are canputed. As a 
r e s u l t ,   t h e   s h a r e  of s o c i a l   s e c u r i t y   c o n t r i b u t i o n s   i n   t h e   m a n u f a c t u r i n g  
sec to r   va lue  added rose   f r an   an   ave rage  of around J5 per c e n t   i n   t h e  
l a t e  19608  and ea r ly   1970s  t o  close t o   1 9  per c e n t   i n  1980.  Since  there 
were no major  changes i n   e n t e r p r i s e s '  taxes, t h e   s h a r e  of gross opera t ing  
su rp lus   mi r ro red   t he  movements in the  l abor  share and i t  increased  from 
30 per  cent  on  average in t h e  early 1970s to  3 3  pelr cent i n  1974.  There- 
a f t e r  i t  ab rup t ly   dec l ined  by 8 percentage   po in ts  Ln 1975 t o  25 per c e n t  
and remained   a round  tha t   l eve l   in   the   fo l lowing  years. 

In   the  rest  of t h e  economy, s h i f t s  i n   f ac to r   sha res   have  been less 
pronounced  and t h e  l abo r   sha re ,   on   t he   who le ,   Inc reased  less t h a n   i n   t h e  
manufacturing sector.  Although the  share of gross opera t ing   su rp lus  was 
also a f f e c t e d  by t h e   i n c r e a s e   i n   s o c i a l   s e c u r i t y   c o n t r i b u t i o n s ,  t h e  
decl ine  compared t o  pre-1974 levels was only   about  3 percentage  points .  

Mter moderating i n  1977 t o  1979,   un i t   l abor   cos ts   in   manufac tur ing  
p icked  up  considerably  in   1980  and  1981  (Table  1 2 ) .  The a c c e l e r a t i o n  
r e f l e c t e d  a sharp cycl ical  dec l ine   in   p roduct iv i ty   whi le   hour ly   canpen-  
aa t lon   d id   no t   p ick   up   apprec iab ly .  However, t h e  c o n s t r a i n t  imposed by 
fore ign   compet i t ion   p revented   the   va lue-added   def la tor  f r w  r i s i n g   i n  
l i n e  with unit labor c o s t s .  As a r e su l t ,   p ro f i t   marg ins   In   manufac tu r i r lg  
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have   been   squeezed   and   the   share  of l a b o r   i n   v a l u e   a d d e d   h a s   r i s e n  
s h a r p l y   s i n c e   t h e   t h i r d   q u a r t e r  of 1 9 8 0   ( C h a r t  2 ) .  The impact   of   the  
rise i n   u n i t   l a b o r  costs o n   p r o f i t s   h a s   b e e n   r e i n f o r c e d  by t h e   s h a r p  
r i se  in   impor t ed   ene rgy   and  raw materials p r i c e s  i n  1981 r e f l e c t i n g   t h e  
a p p r e c i a t i o n  of t h e   d o l l a r  as well as by the rise i n   t h e  cost of borrow- 
ing as  i n t e r e s t  rates r o s e   s h a r p l y .  

S t a f f  estimates based  on a t h r e e - e q u a t i o n  mode1 d e t e r m i n i n g   o u t p u t ,  
employment ,   and  the  value-added  def’ator  i n   m a n u f a c t u r i n g  show l a b o r  
costs  t o  have  been a major f a c t o r   E x p l a i n i n g   t h e  slowdown i n   o u t p u t   s i n c e  
1975 (Tab le  13). Nominal wages a c c e l e r a t e d   i n   t h e  l a t t e r  p e r i o d   d e s p i t e  
t h e  slowdown in world  growth  and i n  p r o d u c t i v i t y   a n d  despite t h e   f a c t  
t h a t   f o r e i g n   p r i c e s   e x p r e s s e d   i n   f r a n c s   r o s e  a t  a b o u t   t h e  same ra te  i n  
t h e  two p e r i o d s .  This was r e f l e c t e d   p a r t l y   i n  a orof i t  squeeze  and 
p a r t l y   i n  a loss i n   c o m p e t i t i v e n e s s ,  and o u t p u t   g r o w t h   d e c e l e r a t e d  on 
bo th   coun t s .  1/ S i m u l a t i o n s   c a r r i e d  on w i t h   t h e   m o d e l  showed t h a t  a 
1 p e r c e n t a g e   p o i n t   a c c e l e r a t i o n   i n   n o m i n a l  wage cos ts ,  o t h e r   t h i n g s  
b e i n g   e q u a l ,   r e d u c e s   o u t p u t   g r o w t h  by 0.5 p e r c e n t a g e   p o i n t s .  

A f u r t h e r   p o i n t   t o   n o t e   w i t h   r e s p e c t  t o  p r o f i t a b i l i t y  i s  t h e   d i s s i m -  
i l a r i t y   b e t w e e n   t h e   m a n u f a c t u r i n g   s e c t o r   a n d   t h e  commerce  and service 
s e c t o r s   i n   t h e   t r e n d s   o f  gross s a v i n g s  or  r e t a i n e d   e a r n i n g s .  The s h a r e  
of g r o s s   s a v i n g s   i n   t h e   m a n u f a c t u r i n g  sector was much m o r e   a f f e c t e d  by 
t h e   r e c e s s i o n  of 1975,  when i t  f e l l  by 5 p e r c e n t a g e   p o i n t s   r e l a t i v e  t o  
i t s  average  of t h e   p r e v i o u s   e i g h t   y e a r s .   D e s p i t e  some subsequent  improve- 
ment i t  remained  about 2 p e r c e n t a g e   p o i n t s   b e l o w  i t s  l e v e l  of t h e   e a r l y  
1 9 7 0 s .   I n   c o n t r a s t ,   t h e   s h a r e  of gross s a v i n g s  in t h e  commerce and ser- 
vice s e c t o r s  was p r a c t i c a l l y   n o t   a f f e c t e d  by t h e  r e c e s s i o n   a n d   i n  1979 
i t  was a g a i n  a t  a decade   h igh  of 1 6   p e r   c e n t .   T h i s  may b e   a t t r i b u t e d  
t o   t h e   f a c t  that  e n t e r p r i s e s  in t h e  commerce  and service sectors have 
p r e f e r r e d  t o  r e d u c e   t h e i r   d e b t - e q u i t y  r a t i o  s i n c e   1 9 7 5 ,   i n s t e a d  of main- 
t e i n i n g   t h e i r   i n v e s t m e n t  r a t i o ,  and   have   t he re fo re   been  lees a f f e c t e d  by 
t n e   g e n e r a l l y  upward t r e n d   i n   i n t e r e s t  rates i n  t h e  l a t t e r  1:alf of t h e  
1970s. 

C. I n v e s t m e n t   a n d   p o t e n t i a l   g r o w t h  

One c o n s e q u e n c e   o f   t h e   e r o d i n g   p r o f i t   p o s i t i o n  of e n t e r p r i s e s   h a s  
b e e n   t h e   d e c l i n e   i n   t h e   i n v e s t m e n t  ra te  (gross c a p l t a l  f c r m a t i o n  to  va lue  
added) .  I n  t h e   m a n u f a c t u r i n g  sector  t h e   i n v e s t m e n t   r a t i o   f e l l  by n e a r l y  
o n e   f o u r t h  t o  13.6  p e r   c e n t   i n   t h e  l a t e  1970s compared   w i th   t he   ea r ly  
1970s (Table  14) . D e s p i t e   t h e   d e c l i n e   i n   t h e   I n v e s t m e n t  r a t i o ,  t h e  
s e l f - f i n a n c i n g   r a t i o  also d e c l i n e d   i n   t h e   m a n u f a c t u r i n g   s e c t o r ,   l e a d i n g  
t o  a d e t e r i o r a t i o n  of t h e   d e b t - e q u i t y   p o s i t i o n  of e n t e r p r i s e s  in t h a t  
s e c t o r .  

1/ l’he v a l u e - a d d e d   d e f l a t o r  irl m a n u f a c t u r i n g   a c c e l e r a t e d   f r o m   a n   a v e r a g e  
a n z u a l  ra te  of 7.0 p e r  cent i n  1971-7’1 t o  10.5 p e r   c e n t   i n  1975-80,  while 
f o r e i g n   v a l u e - a d d e d   d e f l a t o r s   i n   f r a n c s  rose a t  8 .0 -8 .5  p e r  c e n t  i n  b o t h  
p e r i o d s .  The loss i n   c o m p e t l t i v e n e s s  i n  t h e  l a t t e r  p e r i o d  vas accompanied 
by a squeeze  on p r o f i t  margins, as noted   above .  
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I n   t h e  commerce a n d   s e r v i c e   s e c t o r s ,   t h e r e  was a l s o  a d e c l i n e   i n  
t h e   i n v e s t m e n t   r a t i o   b u t   a n   i n c r e a s e  i n  t h e   s e l f - f i n a n c i n g   r a t i o ,   i n d i -  
c a t i n g ,  as n o t e d   a b o v e ,   t h a t   i n   v i e w  of t h e   h i g h   i n t e r e s t  rates, enter- 
p r i s e s  i n  t h i s   s e c t o r   h a v e   p r e f e r r e d   t o   i m p r o v e  t h e i r  d e b t - e q u i t y   r a t i o  
r a t h e r   t h a n   s t e p  up t h e i r   i n v e s t m e n t .  

4s a consequence of t h e  lower ra te  of c a p i t a l   a c c u m u l a t i o n ,   t o g e t h e r  
w i t h   t h e   r e d u c t i o n   i n   e m p l o y m e n t ,   p o t e n t i a l  growth i n   t h e   m a n u f a c t u r i n g  
s e c t o r   h a s   s i n c e   1 9 7 5   m a r k e d l y   d e c e l e r a t e d .   S t a f f   e s t i m a t e s   b a s e d   o n  a 
p r o d u c t i o n   f u n c t i o n   s u g g e s t   t h a t   p o t e n t i a l   g r o w t h   f e l l  from an   ave rage  
of 6.2 p e r   c e n t   i n  1970-73 t o  4 . 3  p e r  cent  i n  1975-80.  Compared w i t h  
o t h e r  major  i n d u s t r i a l i z e d   c o u n t r i e s ,   t h e   d e c l i n e   i n   F r a n c e  was t h e  
second largest a f t e r  Germany,  and  France moved f r o m   t h e   s e c o n d   h i g h e s t  
p o t e n t i a l  growth r a t e  a f t e r   J a p a n   t o   t h e   t h i r d   h i g h e s t   a f t e r   I t a l y .  

2. I n d u s t r i a l   p o l i c y  

I n d u s t r i a l   p o l i c y   i n   F r a n c e   s i n c e   t h e  mid-1970s  has   sought   to   fos-  
ter  the  development  of a c o m p e t i t i v e   i n d u s t r i a l   s e c t o r   a n d   t o   p r o m o t e  
exports.  Emphasis was p laced   on   p romot ing   research   and   innovat ion ,   sup-  
p o r t i n g   i n v e s t t w n t   i n   e n e r g y - s a v i n g   e q u i p m e n t ,   p r o v i d i n g   a d j u s t m e n t  assis- 
t a n c e   t o   h e l p   r e s t r u c t u r e  a i l ing  i n d u s t r i e s   a n d   d i v e r s i f y   e c o n o m i c   a c t i v -  
i t y  i n   d e p r e s s e d   r e g i o n s ,   a n d   d e v e l o p i n g   t h e   e x p o r t   p o t e n t i a l  of small 
and  medium-sized  f i rms.   This   pol icy was p a r t l y   f o r m u l a t e d   i n   r e s p o n s e   t o  
the r e c e s s i o n   a n d  large trade d e f i c i t s   w h i c h   f o l l o w e d   t h e   f i r s t  o i l  shock  
a n d   r e p r e s e n t e d  a d e p a r t u r e   f r o m  ear l ie r  po l i cy   wh ich   emphas ized   p ro t ec t -  
ionism. 

These   r ema in   t he   ma jo r  goals of i n d u s t r i a l   p o l i c y   u n d e r  the new 
Government.  In  the  two-year i n t e r i m  development  plan  (1982-83)  heavy 
emphas is  i s  p laced   on   modern iz ing   i ndus t ry   and   on   channe l ing   r e sources  to  
h i g h   t e c h n o l o g y   s e c t o r s .   S p e n d i n g   o n   r e s e a r c h   a n d   d e v e l o p m e n t  i s  t o  rise 
fran 1.8 p e r   c e n t  of GDP i n   1 9 8 0   t o  2.5 p e r   c e n t  by 1985. I n  the   1982 
b u d g e t ,   a i d   t o   i n d u s t r y  is t o   b e   r a i s e d  by 52.4 per c e n t   t o  F 3 4 . 4  b i l l i o n ,  
of which  loans by t h e  Fonds  de  Developpement  Economique e t  S o c i a l  (FDES) 
amount t o  F 7.9 b i l l i o n ,   u p   f r o m  F 2.5 b i l l i o n   i n   1 9 8 1 .   W i t h i n   t h e  frame- 
work of t h e  p l a n ,   c o n t r a c t s  will be n e g o t i a t e d  by mid-1982 w i t h   t h e   n e w l y  
n a t i o n a l i z e d   f i r m s   s e t t i n g   t h e   t a r g e t s  of i n d u s t r i a l   p o l i c y .   A l t h o u g h  
bound  by t h e s e   c o n t r a c t s ,   t h e  firms would m i n t a i n   f u l l   m a n a g e r i a l  
autonomy. It is  t h r o u g h   t h e   p u r s u i t  of t h e  goals  of i n d u s t r i a l   p o l i c y  
t h a t   t h e  a i m  of r e c o n q u e r i n g   t h e   d o m e s t i c   m a r k e t  1s t o   b e   a c h j e v e d .   I n  
t h i s  c o n t e x t ,   t h e   c a p i t a l   g o o d s   a n d   t e x t i l e   s e c t o r s   c o n s t i t u t e d  a p o l i c y  
p r i o r i t y .  A t h r e e - y e a r   p l a n  was annoLnced in December  1981  designed t o  
d e v e l o p   a n d   m o d e r n i z e   t h e   i n d u s t r i a l   e q u i p m e n t   s e c t o r .  The p l a n  aims a t  
r a i s i n g  t h e  s h a r e  of e x p o r t s   i n   v a l u e   a d d e d   f r o m  15 p e r  cent  t o  35  p e r  
cen t   and   r educ ing   impor t   pene t r a t ion   f rom 60 p e r   c e n t   t o  30 p e r  c e n t  
o v e r   t h r e e   y e a r s  a t  a cost of F 4 b i l l i o n   i n   s u b s i d i z e d   l o a n s  and g r a n t s .  
I n  t h e  t ex t i l e s  s e c t o r ,   s o c i a l   s e c u r i t y   c h a r g e s  were r e d u c e d   f o r   f i r m s  
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w h i c h   r a i s e d   t h e i r   i n v e s t m e n t   w i t h o u t   r e d u c i n g   e m p l o y m e n t ,  or modern- 
i zed   t he i r   equ ipmen t   and   p rocesses .   The  cost  of the   scheme,   announced  
i n  February   1982,  was e s t i m a t e d  a t  F 2 b i l l i o n .  

a. N a t i o n a l i z a t i o n  of i n d u s t r i a l   g r o u p s  

On F e b r u a r y   1 3 ,  1982 t h e   n a t i o n a l i z a t i o n  b i l l ,  p r e s e n t e d   t o   P a r l i a -  
ment i n   O c t o b e r  1981, was s i g n e d   i n t o  law. The b i l l   p r o v i d e s  for s t a t e  
t a k e o v e r  of f i v e   i n d u s t r i a l   g r o u p s ,  1/ t h e  steel s e c t o r ,  tw f i n a n c i a l  
g roups   and  39 banks.  The  Government-had a lso t a k e n   m a j o r i t y   c o n t r o l  of 
two ae rospace   and   a rmamen t s   compan ies   i n  l a te  1981 ,  z/ and is t o  raise 
i t s  p a r t i c i p a t i o n   i n   t h e   F r e n c h   s u b s i d i a r y  of a p h a r m a c e u t i c a l s   g r o u p  
t o  50 p e r   c e n t ,   i n   t h r e e   s t a g e s  21 

Compensation for t h e   f i v e   i n d u s t r i a l   g r o u p s  will amount t o   a b o u t  
F 17 b i l l i o n ,   t o   b e   a m o r t i z e d   o v e r  15 y e a r s  by i s s u i n g   g o v e r n m e n t -  
g u a r a n t e e d   v a r i a b l e - r a t e   b o n d s   i n  exchange for p r i v a t e l y   h e l d   s t o c k s .  
The s tee l  s e c t o r  was n a t i o n a l i z e d   t h r o u g h   c o n v e r s i o n  of o u t s t a n d i n g  
gove rnmen t   l oans ,   amoun t ing   t o  F 13  b i l l i o n ,   i n t o   c a p i t a l .   N a t i o n a l -  
i z a t i o n  of t h e   e i g h t   i n d u s t r i a l   g r o u p s   ( i n c l u d i n g  the steel ,  a e r o s p a c e ,  
and  armaments  companies) w i l l  raise the s h a r e  of i n d u s t r i a l   o u t p u t   u n d e r  
state c o n t r o l  from 1 0   p e r   c e n t  t o  30 p e r  c e n t ,  a n d   t h e   s h a r e  of indus -  
t r i a l  employment t o  2 4  p e r   c e n t .  

The   newly   na t iona l i zed  firms are t o  be  run  on a c o m p e t i t i v e  basis 
a n d   t o   r e t a i n   f u l l   d e c f s i o n - m a k i n g   a u t h o r i t y   w i t h i n   t h e   f r a m e w o r k  of t h e  
C o v e r w e n t  ' s  r e g i o n a l   a n d   s e c t o r a l   d e v e l o p m e n t   p l a n s .   I n v e s t m e n t   a n d  
employment p o l i c i e s  would c o n t i n u e  t o  be   gu ided  by p r o f i t a b i l i t y  c r i t e r i a ,  
a l t h o u g h   t h e  tme korlzon a f f e c t i n g   i n v e s t m e n t   d e c i s i o n s   m l g h t  be l e n g t h -  
ened .   Governmen t   con t ro l   ove r   t he   f i rms  is to  b e   e x e r c i s e d   s t r i c t l y  
t h r o u g h   c o n t r a c t u a l   p o l i c y ,   t o   a s s u r e   c o n s i s t e n c y   w i t h  the Government 's  
i n d u s t r i a l   s t r a t e g y .  

b. I n v e s t m e n t   f i n a n c i n g  

S ince   1975  a number  of I n s t i t u t i o n s   h a v e   b e e n  s e t  up t o  provide 
s u p p o r t   f o r   i n d u s t r i a l   i n v e s t m e n t ,   m a i n l y   t h r o u g h   s u b s i d i z e d   l o a n s .  
There are f o u r   i n s t i t u t i o n s   w h i c h  are set  up as i n t e r m i n i s t e r i a l  commit- 
tees and are funded by t h e   b u d g e t ,   p a r t i c u l a r l y   t h r o u g h   t h e  FDES: ( a >  
The Cornit6 In t e rmin i s tEr i e1   d 'AmCnagenen t  des S t r u c t u r e s   I n d u s t r l e l l e s  
(CLASL),  c r e a t e d   i n   1 9 7 5 ,   o f f e r s   f i n a n c i a l   s u p p o r t   t o   e n t e r p r i s e s   i n  
s e v e r e   d l f f i c u l t l e s ,  b u t  f o r   w h i c h  a workab le  industrial a r rangemen t   has  

I/ Rhbne-Poulenc,  Thomson-Brandt,  Saint-Gobain,  Compagnie  GCnCrale 
d ' : lectr ic l te  (GCE) , and  Pechiney-Ugine-Kuhlmann ( P U K ) .  Their a c t i v i t i e s  
are  ma in ly  in t h e   f i e l d s  of electronics, chemicals, metals and arms. 

2 /  Dassault and  Matra. 
T/ - R o u s s e l - U c l a f ,   s u b s i d i a r y  of Hoechst .  The G o v e r n m e n t ' s   s t a k e   I n   t h e  

company is t o  r ise  t h r o u g h   c a p i t a l   i n c r e a s e s   a n d   t h r o u g h   t h e   a c q u l s i t i o n  
Of p l i v a t e l y   h e l d   s h a r e s ,   i n c l u d i n g  some Hoechs t   sha res .  
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been  found,  Ita  loan6  amounted t o  F 700 m i l l i o n   i n   1 9 8 1 .  (b) The 
Cornit€ I n t e r m i n i e t e r i e l  pour l e  Dheloppement  des  Inveetieeements 
e t   l e  Sout ien de 1'Emploi (CIDISE), c r e a t e d  i n  19 /8 ,   p rov ides   pa r t i -  
c i p a t i v e   l o a n s  t o  emall and  medium-sized firme w i t h  a shor t age  of 
equ i ty   cap i t a l .   Opera t ions   i n   1981   i nvo lved   abou t  F 800 m i l l i o n  a 
y e a r   f o r  500 f i rms.  ( c )  The Fonds   Spec ia l   d 'Adap ta t ion   Indus t r i e l l e  
(FSAI) was set up   in   1978 t o  promote new employmen t -c rea t in3   ac t iv i t i e s  
i n   d e p r e s s e d   r e g i o n s ,   t h r o u g h   p a r t j L i p a t i v e   l o a n s   a n d   d i r e c t   s u b s i d i e s .  
By now, however, i t  has used  up  most of i ts  i n i t l a l  endowment of 
F 3 b i l l i o n .   F i n a l l y ,   ( d )  The. Comite de Mveloppement   des   Indus t r ies  
S t r a t e  i u e s  (CODIS) was e s t a b l i s h e d  i n  1980 to   suppor t   g rowth   indue-  Ez&k as e l ec t ron ic s   and   da t a   p rocess ing ,   t h rough  FDES l oans ,  
subs id i e s ,   and  R and D f inanc ing .  

Aside from these   chenne le ,   l ong= te rm  f inanc ing  t o  i n d u s t r y  is a l s o  
provided by s p e c i a l i z e d   c r e d i t   i n s t i t u t i o n s .   U n t i l   1 9 7 9   t h e   s u b s i d y  
element  of such l o a n s  was l i m i t e d  t o  !-he c o s t  of t h e   i n t e r m e d i a t i o n  
margin,  whicn amounted to  on ly  1-1.5 p e r c e n t a g e   p o i n t s ,  or about 
F 300 m i l l l o n  a year.  Both t h e  subs idy  element and   the  amount of c r e d i t  
extended were subsequent ly  raised subs t an t i a l ly   however ,  a s  i n t e r e s t  
rates rose and t h e  economy moved i n t o   r e c e s s i o n .  In a d d i t i o n  t o  F 8 b i l -  
l i o n   i n   p u b l i c   l o a n s  t o  i n d u s t r y  a t  market rates appropr i a t ed  for 1982, 
subs id ized   loans  of F 11 b i l l i o n  at 13.5 per   cent   and F 5 b i l l i o n  a t  
15.5 per cen t  would b e   e x t e n d e d   t o   c o m p a n i e s   f u l f i l l i n g   c e r t a i n   r e q u i r e -  
ments,   such a8 inves t ing   in   energy-saving   equipment .  
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Table 9 . F r a n c e :   S h a r e s  of S u b s e c t o r s   i n  To ta l  Output,  
Value Added, Inves tmen t ,  Capital ,   Employment,   1967-79 L/ 

( I n   p e r c e n t a g e s )  

"- 
1967  19 10 1975  1979 

Manufac tur ing  - 21 

Value  added 
Gross f i x e d   c a p i t a l  forma tlon 
C a p i t a l   s t o c k  
Employment 

o u t p u t  

Commerce a n d   s e r v i c e s  2_/ 
o u t p u t  
Value  added 
G r o s s   f l x e d   c a p i t a l   f o r m a t i o n  
C a p i t a l   s t o c k  
Employnen t 

0 t h e r  
o u t p u t  
Value  added 
G r o s s   f l x e d   c a p l t a l   f o r m a t l o n  
C a p i t a l  stock 
Employment 

32 .3  
26.8 
31.1 
30.2 
37.3 

27.8 
36.8 
20 .o 
18.1 
2 7 . 3  

39.8  
36 .3  
48 .9  
51.7 
35.4 

34 .5  

34.8 
30.4 
36.6 

2 8 . 7  

27.9 
36.1 
2 1  .o 
1 9  .o 
29.8 

3 7 . 6  
35.2 
44.3 
50.6 
33.6 

34 .O 
28.5 
30.0 
31.4 
36.6 

29.9 
38.2 
22.5 
21.0 
32.9 

36 .1  
33.3 
47.5 
47.6 
30.5 

3 4  .O 
28.6 
27.8 
31.1 
34.6 

30.9 
39 .3  
23.4 
22 .1  
36.9 

35.1 
32.1 
48.9 
46.8 
29 .O 

Sources :  INSEE, Les Comptes Nat ionaux  TrimestrLels en Base 1971;  
Conseil   Economique e t  S o c l a l ,   L ' I n v e s t i s s e m e n t  des E n t r e p r l s e s ;  and 
staff c a l c u l a t i o n s .  

- 1/ A l l  ra t los  computed at 1 9 7 0   p r i c e s .  
- 2 1  S e c t o r s   u 4   t o  U6 ( c o n s u m e r ,   l n t e r m e d l a t e  and c a p i t a l  goods s e c t o r s ) .  
- 3 /   S e c t o r s  U8 and U10 (commerce and s e r v l c e   s e c t o r s ) .  
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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 

Intermed late goods 10.3  1.6 42.8 38.9 

Machmery  and equipment 
goods 13.5 4 .O 2 4 . 6  2 6 . 5  

Consumer drrrables 9.7 3.0 1.7 1.5 

Motor vehicjes  and ground 
transportation 18.8 2.8 8.4 11.9 

Consumer goods 10.8 0 . 5  2 2 . 5  21.1 

T o t a l  manufacturing 12 .o 2 .o 100.0 100.0 

T o t a l  market  sector 13.3  2.5 ” ” 

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

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

(AveraRe annual rates in per cent) 

1971-74 19 7 5-80 

Actual  change in output 2 . 2  

Attributed to: 

Explanatory variables  
Market growth 
Foreign prices  i n  francs 
Capital  stock 
Energy prices 
Labor cos t s  
Trend 

Residual 

6 . 6  
3.9 
4.2 
2.4 

- 0 . 5  
-7.4 
4 .O 

0 . 8  

2 . 9  
2 . 2  
4.1 
0.8 

-0.3 
- 7 . 9  

4 . 0  

0.7 

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

1970- 1976- 
19 72 1973 197 4 1975 1978 1979 

Investment r a t i o  

Manufacturing 17.9 15.4 14.2 13.7  13.9 12.7 

Commerce and 
service 15.5 16.2 u.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: I N S E E ,  Les Comptes Trimestriels  en Base 1971; 
and staff calculations. 

- 1/ Excludes noncorporate b u s i n e s s .  
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111. P u b l i c   F i n a n c e  

1. Developments i n   t h e   p u b l i c  sector i n  1981  

F i s c a l   p o l i c y   i n   F r a n c e  i s  m a i n l y   c o n d u c t e d   t h r o u g h   t h e  s t a t e  budget .  
F o r   t h e   l o c a l   a u t h o r i t i e s ,   a n d   e v e n   m o r e  so f o r   t h e  social  s e c u r i t y   f u n d s ,  
spending   and   revenues  are to  a l a r g e   e x t e n t   e i t h e r   l e g a l l y   p r e d e t e r m i n e d  
or  d e p e n d   o n   e c o n o m i c   a c t i v i t y   a n d  on d e c i s i o n s  taken by t h e   S t a t e   G o v e r n -  
ment. 1/ - 

a. The s ta te  b u d n e t   i n   1 9 8 1  

The i n i t i a l  s t a t e  b u d g e t   f o r  1981 r e f l e c t e d   t h e   i n t e n t i o n  of t h e  
a u t h o r i t i e s  t o  b a l a n c e   t h r e e   d i f f e r e n t   o b j e c t i v e s :   s t a b i l i z i n g   t h e   t a x  
b u r d e n ,   c o n t a i n i n g  t h e  b u d g e t   d e f i c i t ,   a n d   p r o v i d i n g  some s u p p o r t   t o   t h e  
economy.   In   expendi tures   scheduled  for 1981 p r i o r i t y  was g i v e n   t o   p r o m o t -  
ing p r i v a t e   i n v e s t m e n t   a n d  research, t o  d e f e n s e   a n d   i n t e r n a l   s e c u r i t y ,  
and t o  s u p p o r t i n g  large f a m i l i e s   a n d  low-income h o u s e h o l d s .   E x p e n d i t u r e  
of t h e   o r d i n a r y   b u d g e t  was t o  grow by  17.6 p e r   c e n t   o v e r   t h e   m o u n t  
o r i g i n a l l y   e n v i s a g e d   f o r   1 9 8 0 .  The  budget was based  on grouth i n  real  
GDP of  1.6 per c e n t   a n d   i n   n o m i n a l  GDP of  12.3 p e r   c e n t .  To a l l o w   f o r  a 
q u i c k  release of f u n d s   I n  case a d d i t i o n a l   s u p p o r t   t o   t h e  economy *re 
needed ,  i t  a l s o   p r o v i d e d   f o r  a c o n t i n g e n c y   b u d g e t   a u t h o r i z i n g   a d d i t i o n a l  
i n v e s t m e n t   o r d e r s  of up t o  F 6.5 b i l l i o n .  

T h e   m o s t   I m p o r t a n t   m e a s u r e s   o n   t h e   r e c e i p t s   s i d e   c o n c e r n e d  a sub- 
s t a n t i a l   i n c r e a s e   i n   t a x   I n c e n t i v e s   f o r   i n v e s t m e n t ,   a n d  a n e a r l y   f u l l  
i n f l a t i o n   a d j u s t m e n t  of pe r sona l   i ncome   t axa t ion .   Un l ike   t he   i nves tmen t  
i n c e n t i v e s   g r a n t e d   I n  1979 and  1980, w h i c h   e n t i t l e d   e n t e r p r i s e s   t o  
deduct   up  t o  10 p e r   c e n t  of t h e   i n c r e a s e   i n   i n v e s t m e n t   o u t l a y s  from 
taxable i n c o m e ,   t h e   b u d g e t   f o r  1981 p r o v i d e d   f o r  a t a x  allowance of 
1 0  per c e n t  on t h e   f u l l   m o u n t  of i n v e s t m e n t   s p e n d i n g .   I n   a d d i t i o n ,  
t h e   s c o p e  of t h e   i n c e n t i v e  was widened  and i t  was e x t e n d e d  until the 
end  of  1985. 2/ The  budgetary  cos t  was e s t i m a t e d  a t  a b o u t  F 5 b i l l i o n  
f o r   1 9 8 1   a n d   w o u l d   a f f e c t  tax r e c e i p t s   i n  1982 a n d   t h e r e a f t e r .   R e g a r d i n g  
t h e   a d J u s t m e n t  of the p e r s o n a l   i n c o m e   t a x   f o r   i n f l a t i o n ,   t a x   b r a c k e t s  
wcre a d j u s t e d   f u l l y   f o r  t h e  lowest   income  groups  and  somewhat  less f o r  
t h e   h i g h e r  ones. The d i f f e r e n t i a t i o n   r e f l e c t e d   t h e   c o n t i n u a t i o n  of a 
g o v e r n m e n t   p o l i c y   t o   i n c r e a s e   t h e   s h a r e   o f   d i r e c t  taxes i n   t o t a l   r e v e n u e s ,  
w i t h o u t   b u r d e n i n g   t h e   l o w e s t   i n c o m e   g r o u p s .   T h e   b u d g e t a r y   c o s t  of t h i s  
measure was e s t i m a t e d  a t  F 11.8 b i l l i o n ,   t o   w h i c h   i n f l a t i o n   a d j u s t m e n t  
of t ax   a l lowances   wou ld   add   ano the r  F 0.8 b i l l i o n .   I n   a d d i t i o n ,   f o r  
f a m i l i e s   w i t h   t h r e e  or more c h i l d r e n   t a x   p r o g r e s s i o n  was to  be  lowered 
f u r t h e r ,   i m p l y i n g  a revenue  loss of F 1 b l l l i o n   i n  1 9 8 1 .   D i s c r e t i o n a r y  
r e v e n u e   i n c r e a s e s   I n  1981 were e x p e c t e d  to  amount t o  F 4 . 3  b i l l i o n ,  

1/ For a d e s c r i p t i o n  of t h e  major s t r u c t u r a l   f e a t u r e s  of t h e   p u b l i c  
s e c t o r ,  see F r m c e  - Recent   Economic  Developments   (SM/81/36,   2/13/81) ,  

2 /  B e s i d e s   t h i s   g e n e r a l   i n v e s t m e n t   i n c e n t l v e ,  a v a r i e t y  of r e g l o n a l  
an3 s e c t o r a l   i n c e n t i v e s  a r e  g r a n t e d  (see SM/80/39, 2/11/80,   Appendix I). 

p. 20. 



imp ly ing  a n e t  loss i n   r e c e i p t s  of F 9.3 b i l l i o n .  Tax r e c e i p t s  a f t e r  
r e v e n u e   s h a r i n g   a n d   r e f u n d s  were p r o j e c t e d   t o  grow  by 18.5 p e r   c e n t  
o v e r   t h e   i n i t i a l   b u d g e t  for  1980 ,   and  t o t a l  r e c e i p t s  by  18.9 per c e n t .  
The d e f i c i t  was f o r e c a s t  a t  F 29.4 b i l l i o n  (1.0 p e r   c e n t  of G D P ) ,  corn- 
p a r e d   w i t h   a n   i n i t i a l l y   b u d g e t e d   d e f i c i t  of F 31.2 b i l l i o n   a n d  a f i n a l  
o u t   t u r n  of F 30.3 b i l l i o n  (1.1 p e r   c e n t   o f  GUY) in 1980 ( T a b l e  15) b 

The weakening of e c o n o m i c   a c t i v i t y   - i n c e   t h e  l a t t e r  p a r t  of 1980 
was a s s o c i a t e d   w i t h  a slowdown i n   g o v e r n m e n t   r e v e n u e s ,   w h i l e   o u t l a y s  
c o n t i n u e d  t o  rise r a p i d l y ,   r e f l e c t i n g   i n   p a r t  a s h a r p  increase i n  sub- 
s i d i e s   g r a n t e d  t o  t h e   f a n n   s e c t o r   a n d   t h e   e f f e c t  of h i g h   i n t e r e s t  rates 
on t h e   s e r v i c i n g  of gove rnmen t   deb t .  In t h e   o r d i n a r y   b u d g e t  of t h e  
S t a t e ,   e x p e n d i t u r e s   ( o n  a c a s h   b a s i s )   u n d e r   t h e   c u r r e n t   b u d g e t   l a w  were 
a b o u t  20 p e r   c e n t   h i g h e r   i n   t h e   f i r s t   h a l f  of 1981 t h a n  a y e a r  e a r l i e r ,  
w h i l e   r e c e i p t s  grew o n l y   b y  some 11 p e r  cent. The  def i c i t  r o s e  to 
F 47.5 b i l l i o n  from F 18.3 b i l l i o n   i n   t h e   f i r s t   h a l f  of 1980.   Inc luding  
t r a n s a c t i o n s   o n   t h e   l o a n s   a n d   a d v a n c e s   a c c o u n t s ,   t h e   c a s h   d e f i c i t   o f  
t h e  s ta te  b u d g e t   i n   t h e   f i r s t   h a l f   o f  1981 amounted t o  F 65.6 b i l l i o n ,  
cornpared w i t h  F 40.6 b i l l i o n   I n   t h e  same p e r i o d  of t h e   p r e c e d i n g  year. 
The rise i n   t h e   d e f i c i t  would have   been  mote pronounced  had i t  no t   been  
f o r   t h e   s t a t u t o r y   i m p u t a t i o n  t o  t h e   T r e a s u r y ' s   a c c o u n t   w i t h   t h e  Banque 
de France  of v a l u a t i o n   a d j u s t m e n t s   o n   o f f i c i a l   f o r e i g n   c u r r e n c y   r e s e r v e s .  
Mainly  owing t o   t h e   d e p r e c i a t i o n  of t h e   f r a n c   v i s - a - v i s   t h e  ubs. d o l l a r  
d u r i n g   t h e   s e c o n d  h a l f  of 1980, t h e   T r e a s u r y ' s   a c c o u n t   w i t h   t h e  Banque 
de   F rance  was c r e d i t e d   w i t h   v a l u a t i o n   g a i n s  of F 5.7  b i l l i o n   i n   t h e  
beginning   of   1981,   whereas  a y e a r  earl ier t h e  Treasu ry   had  t o  b e a r  a 
v a l u a t l o n   l o s s   o f  F 2 .5  b i l l i o n .  

D e v e l o p m e n t s   i n   t h e  s t a t e  b u d g e t   i n   c h e   s e c o n d   h a l f  of 1981  were 
marked by t h e  social  po l i cy   measu res   announced  by t h e  new a d m i n i s t r a t i o n  
i n   e a r l y   J u n e   a n d   o t h e r   d e c i s i o n s   i n c o r p o r a t e d   i n   t h e  f i r s t  supplementary  
b u d g e t   a d o p t e d   i n   e a r l y   A u g u s t   ( T a b l e s   1 6   a n d   1 7 ) .   I m p r o v e m e n t s   i n   v a r i -  
o u s   s o c i a l   b e n e f i t s   a n d   t h e   G o v e r n m e n t ' s   c o n t r i b u t i o n  to  f i n a n c i n g   p a r t  
of t h e   i n c r e a s e   I n  the minimum wage were estimated t o  raise t h e  s t a t e  
d e f i c i t  of 1 9 8 1  by F 5.2 b i l l i o n   a n d   t h a t  of s o c i a l   s e c u r i t y   b y  F 2.6 b i l -  
l i o n .   F u r t h e r   a d d i t i o n a l   o u t l a y s   o f  F 7.6 b i l l i o n ,   m a i n l y   f o r  54,000 new 
j o b s   i n  the p u b l i c  sec tor  and   t he   p romot ion  of youth  employment ,  low- 
i n c o m e   h o u s i n g ,   a n d   i n d u s t r i a l   p r o j e c t s ,  were c o v e r e d  by t a x   i n c r e a s e s .  
P a r l i a m e n t   a d o p t e d  a t e m p o r a r y   s u r c h a r g e  of 25 p e r   c e n t   o n  income tax 
l iab i l i t i es  o f  more t h a n  F 1 0 0 , 0 0 0 ,  a s p e c l a l   t a x   o f  10 p e r   c e n t   o n  
sundry   expenses  of e n t e r p r i s e s ,  a w i n d f a l l   p r o f i t  tax o n   b a n k s   a n d   o i l  
c o m p a n i e s ,   a n d   a n   i n c r e a s e  i n  t h e  excise t a x   o n   p e t r o l e u m   p r o d u c t s .  
It was e s t i m a t e d  by INSEE t h a t  for 1981 as  a w h o l e   t h e   e f f e c t  of these 
d i s c r e t i o n a r y   m e a s u r e s  w o u l d   b e   r e f l e c t e d   i n   a n   I n c r e a s e  of 0.7 p e r   c e n t  
i n  real household   income,  of 0.3 p e r   c e n t   i n   p r l v a t e   c o n s u m p t i o n ,   a n d  of 
0.2 per c e n t   i n  rea l  GDP,  w i t h  the real  f i x e d   i n v e s t m e n t  of e n t e r p r i s e s  
f a l l i n g  by 0.2 p e r   c e n t .   F u r t h e r   d i s c r e t i o n a r y   i n c r e a s e s  in expendi-  
tures of F 11.8 b i l l i o n ,   m a i n l y   i n v o l v l n g   a d d i t i o n a l   a s s i s t a n c e   t o  pub- 
l i c  a n d   p r i v a t e   e n t e r p r i s e s ,   t h e   h o u s i n g - s a v i n g   s c h e m e ,   a n d   f a r m i n g   a n d  



unemployment  compensation  from  the r t a t e  budget ,  were d e c i d e d   i n   t h e  
last  two supplementary  budget8 of 1981, On t he   who le ,   d i sc re t iona ry  
measures   introduced by t h e  new a d m i n i e t r a t i o n   r a i s e d   e x p e n d i t u r e s   i n  
t he   1981   s t a t e   budge t  by F 2 4 . 6  b i l l i o n ,  of which F 7.6  b i l l i o n  were 
o f f s e t  by d i sc re t iona ry   r evenue   i nc reases .   Ad jus tmen t s  t o  c o r r e c t   f o r  
underee t imated   expendi ture  items and a d ive rgence  of actual   developments  
In   economic  aggregates   f rom  those  underlying  the i n i t i a l  budget   reeu l ted  
i n  a f u r t h e r   i n c r e a s e   i n   e x p e n d i t u r e s  by F 2 6 * 4  b i l l i o n  and a net   revenue 
s h o r t f a l l   o f  F 3 . 3  b i l l i o n .  On t h e   w h o l e ,   t h e  l a t te r  ad jus tments   coupled  
w i t h   t h e   d i s c r e t i o n a r y  measures r a i s e d   t h e   b u d g e t   d e f i c i t   ( o n   a n   a d m i n i s -  
t r a t i v e   b a s i s )  by F 4 6 . 7  b i l l i o n  t o  F 76 b i l l i o n  (2.5 p e r   c e n t  of GDP) 
(Tables   16  and 1 7 ) .  1/ The n e t  cost t o  the  budget of 1981 of meaeures 
t o  reduce  unemployme';;t, a f t e r   t a k i n g   a c c o u n t   o f   s a v i n g s  i n  unemployment 
compensa t ion   and   ga ins   in   soc ia l  security c o n t r i b u t i o n s ,  wee e s t ima ted  
a t  F 1 . 2   b i l l i o n ,   r e d u c i n g   t h e  number of unemployed  by the   end  of t h e  
year by some 77,500. 

b. Financing of t h e   e t a t e   b u d g e t   d e f i c i t   i n   1 9 8 1  - 
According   to   p re l iminary  estimates, t h e  s t a t e  government d e f i c i t  on 

a c a s h   b a s i s   r o s e   t o   a b o u t  F 85 b i l l i o n   i n   1 9 8 1  from F 4 2  b i l l i o n   i n   t h e  
prev ious   year .  After t h e   s t a t u t o r y   i m p u t a t i o n  of v a l u a t i o n   g a i n s  on 
o f f i c i a l   f o r e i g n   e x c h a n g e   r e s e r v e s  to  t h e   T r e a s u r y ' s   a c c o u n t  a t  t h e  Banque 
d e   F r a n c e ,   t h e   d e f i c i t s   t o   b e   f i n a n c e d  were reduced t o  some F 6 3  b i l l i o n  
and F 35.6 b i l l i o n ,   r e s p e c t i v e l y .   M a i n l y  owing t o  t h e  marked i n c r e a s e  
In   the   f inanc ing   requi rement   and   the   weakness   o f   the   long- te rm  f inanc ia l  
market   during a l a r g e  part of the   year ,   the   deve lopment  of the  monetary 
f i n a n c i n g  of t h e   d e f i c i t   t u r n e d   a r o u n d   s h a r p l y   f r o m   t h e   p r e c e d i n g   y e a r .  
Whereas i n  1980  Treasury   opera t ions   absorbed  F 7.3 b i l l i o n  of monetary 
assets, in 1981  they   boos ted   the  money supply  by  about F 36 b i l l i o n ,  
which  accountqd  for 2.5 p e r c e n t a g e   p o i n t s  of t h e  12 per   cen t   g rowth  of 

1/ The n a t i o n a l i z a t i o n  of t h e  two i ron   and  s teel  companies,  Usinor  and 
S a F i l o r ,  and t h e   a c q u i s i t i o n  of a m a j o r i t y  s ta te  p a r t i c i p a t i o n   i n  Avions 
Marcel Dassaul t -Breguet   Aviat ions  and Matra d i d   n o t   a f f e c t   t h e   b u d g e t  
balance.  The f o r m e r   t r a n s a c t i o n s ,   r e f l e c t e d   i n   t h e   s e c o n d   s u p p l e m e n t a r y  
budget of 1981, involved a c a p i t a l   e x p e n d i t u r e  of F 13.8 b i l l i o n   i n   t h e  
o r d i n a r y   b u d g e t ,   o f f s e t  by a contemporaneous  redemption by Usinor  and 
" S a c i l o r  of l o a n s  owed t o  t h e  Fonds  de  Dgveloppement  Economique e t  S o c i a l  
(FDES), which is i n c l u d e d   i n   t h e  s ta te  budget.  The o t h e r   t r a n s a c t i o n s  
t o o k   p l a c e   o u t s i d e   t h e  s t a t e  budget.  An i n i t i a l   s t a t e   p a r t i c i p a t i o n  
in   Dassau l t -Brggue t   o f  20 p e r   c e n t   t h r o u g h   t h e   h o l d i n g  company  Soci45t6 
de  G e s t i o n   d e s   P a r t i c i p a t i o n s   P u b l i q u e s  was raise3 t o  46 per c e n t  
through a dona t ion  by Mr. D a s s a u l t   w i t h   a n   a d d i t i o n a l  5 per c e n t  t o  be 
acqui red  by a purchase   o f   shares   f rom  the   publ ic .  A s t a t e   p a r t i c i p a t i o n  
of 51 p e r   c e n t   i n  Matra r e s u l t e d  in equal p a r t s   f r o m   a n   I n c r e a s e   i n  
capital  and  the  exchange of shares   against   15-year   government-guaranteed 
v a r i a b l e   i n t e r e s t  rate bonds  issued by t h e   O f f i c e   N a t i o n a l   d ' E t u d e b   e t  de 
Recherches Aerospaciales. 

- 
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M2 d u r i n g   t h e   y e a r .  The pickup i n  m o n e t a r y   f i n a n c i n g   p r i n c i p a l l y  
r e f l e c t e d  a s h a r p   i n c r e a s e  i n  t h e  placement of T reasu ry  cer t i f ica tes  
w i t h   t h e  bankr, whereas   borrowing  f rom t h e  Banque de   France  was essen- 
t i a l l y   m a t c h e d  by t h e   v a l u a t i o n   g a i n s   o n   f o r e i g n   e x c h a n g e  resemes 
c r e d i t e d  t o  t h e   T r e a s u r y ' s   a c c o u n t .  

The  main source of nonmonetary   f inanc ing  was t h e   p u r c h a s e  of 
T r e a s u r y   c e r t i f i c a t e s   a n d   d e p o s i t s  by c o r r e s p o n d e n t s  of t h e   T r e a s u r y .  1/ 
Funds o b t a i n e d  from t h i s  source inc reased   f rom  abou t  F 9 b i l l i o n   i n  1950 
t o  F 25-30 b i l l i o n   i n   1 9 8 1 ,   w i t h   a b o u t  F 20 b i l l i o n   s t e m m i n g  from t h e  
Caisee   des   Dep8ts  e t  Cons igna t ions .  A government bond issue of F 10 b i l -  
l i o n  was placed i n  J a n u a r y   1 9 8 1   b u t   f u r t h e r   r e c o u r s e   t o   t h i s   s o u r c e  was 
w i t h h e l d   t h r o u g h   e a r l y   S e p t e m b e r ,  when t h e   T r e a s u r y   i s s u e d   b o n d s   v i t h  a 
m a t u r i t y  of six years and a r e c o r d   y i e l d  of 16.75  per cent. As s u b s c r i p -  
t i o n s  were u n e x p e c t e d l y   b u o y a n t ,   t h e   m o u n t  of t h e  issue was r a i s e d  f r m  
t h e   i n i t i a l l y   s c h e d u l e d  F 8 b i l l i o n   t o  F 15 b i l l i o n .  AB t he   nex t   gove rn -  
ment  band Issue of F 1 0   b i l l i o n ,   w i t h  a m a t u r i t y  of e i g h t  years and a 
coupon of 16.2 p e r   c e n t ,  was not   for thcoming until J a n u a r y   1 9 8 2 ,   g r o s s  
i s s u e s  by t h e   T r e a s u r y   i n   1 9 8 1  were F 6 b i l l i o n   l o w e r   t h a n   t h e   r e c o r d  
amount of  F 31 b i l l i o n  in 1980. S ince   redempt ions  of bonds  almost 
d o u b l e d ,   n e t   T r e a s u r y   f i n a n c i n g   t h r o u g h   t h e  bond marke t   dec l ined   f rom 
a b o u t  F 28 b i l l i o n  in 1 9 8 0   t o  F 1 9   b i l l i o n   i n  1981 (Tab le  18). Moreover,  
ne t   pu rchases  of T r e a s u r y   c e r t i f i c a t e s  by t h e   p u b l i c  of F 1 b i l l i o n   i n  
1980 were fol lowed by net sales of F 2 b i l l i o n   i n   1 9 8 1   a n d   t h e   o t h e r  
nomonetary   SourCes  of T r e a s u r y   f i n a n c i n g  showed a f u r t h e r   n e g a t i v e  
swing of t h e   o r d e r  of F 20 b i l l i o n .  The l a t te r  t u r n a r o u n d   r e f l e c t e d   i n  
p a r t  a marked   i nc rease  i n  b a n k - g u a r a n t e e d   l o a n s   ( o b l i g a t i o n s   c a u t i o n n e e s )  
g r a n t e d  by t h e   T r e a s u r y   i n   a s s o c i a t i o n   w i t h  a d e f e r r a l  of t a x  payments. 

C .  Local a d t h o r i t i e s   a n d   s o c i a l   s e c u r i t y  in 1981 

A f t e r   a n   e x t e n d e d   d e b a t e ,   l e g i s l a t i o n   o f   J a n u a r y   1 0 ,   1 9 8 0   r e f o r m e d  
the   sys t em of local  a u t h o r i t y   t a x a t i o n   ( b u s i n e s s  tax, d w e l l i n g  tax, and 
two real  es ta te  taxes).  2/ From 1981 on ,  e a c h   m u n i c i p a l i t y  was ernpornred 
t o  set t h e  rate schedule- f ree ly  for t h e   d w e l l i n g  tax and t h e  two real  
e s t a t e  taxes,  up to  2 1 / 2  times t h e   a v e r a g e  ra te  on a d e p a r t m e n t a l  or 
on a n a t i o n a l  level (whichever  i s  h i g h e r ) .  The ra te  for t h e   b u s i n e s s  
tax ,   which  i s  by f a r   t h e  most   important  loca l  t a x ,   c a n   b e   r a i s e d   u p  t o  
t h e   a v e r a g e  rate of t h e  former t h r e e  taxes imposed by the  municipa1:ty.  
N o t n t h s t a n d i n g  i n i t i a l  d i f f i c u l t i e s   i n v o l v e d   i n   t h e   a p p l i c a t i o n  of 
t h e  new p rocedures ,  i t  was f o u n d   t h a t   f o r  more t han  93 p e r   c e n t  of munici-  
pa l i t i es  t h e   e s t i m a t e d   o u t t u r n  of revenues  was w i t h i n  1 p e r   c e n t  of t h e  
amounts  voted i n   t h e   r e s p e c t i v e   b u d g e t s .   I n   1 9 8 1 ,   w i t h   b o t h   r e v e n u e s  

1/ E x c l u d i n g   p o s t a l   c h e c k i n g   s y s t e m ,  whose d e p o s i t s  are  i n c l u d e d   i n  
rnoTetary  f inancing.  

2/ Tax@ P r o f e s s i o n n e l l e ;   t a x e   d ' h a b i t a t i o n ;  taxe f o n c i e r e   d e s   p r o p -  
r i z t g s ;   a n d   t a x e   f o n c i e r e   d e s   p r o p r i e t e s   n o n   b a t i e s .  

- 
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and expenditures  growing by somewhat less than 15 per cent,  the  financial 
deficit of local authorities  remained at a  level of 0.6 per cent of GDP. 
As in previous  years, it was  predominantly  financed by borroving  from 
semipublic  financial  institutions,  mainly the Caisse de? M p 6 t s  et 
Consignations, " at privileged  interest rates. 

Mainly owtng  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, 1/ the 
financial  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 17 10.2 billion  in  1981,  and F 25.8 billion  in 1982. However, 
in November L981  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 LC health 
insurance WMS increased by 1 percentage point for wage earners,  civil 
servants, and formerly  exempted  unemployed  persons  whose  unemployment 
benefits exceed the minimum wage. This,  together  with  a  change to a 
semiannual  pattern  in the formerly  annual  adjustment of the income ceil- 
ing  for contributions and other  measures  affecting  employees was estimated 
to yield supplementary  revenues of some F 17 billion. For employers,  the 
ceiling  was raised by an additional 3.5 percentage points, rrhich coupled 
with the semiannual  adlustment and other  decisions  affecting  nonsalaried 
persons, yielded new  receipts of F 12.5 billion. An  accelerated  reimburse- 
ment of funds owed by enterprises  to the social  Lecurity  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  basis  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 is 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 d e f i c i t  of l o c a l   a u t h o r i t i e s  rose o n l y   m o d e r a t e l y ,  t o  F 1 8 . 4   b i l l i o n .  
A l b e i t  a s u b s t a n t i a l   d e t e r i o r a t i o n   o c c u r r e d   i n   t h e   f i n a n c i a l   b a l a n c e  of 
t h e   s o c i a l   s e c v r i t y   f u n d s  from t h e i r   s i z a b l e   s u r p l u s   i n   1 9 8 0 ,   t h e i r   d e f i -  
c i t  on a n a t i o n a l   a c c o u n t s   b a s i s   i n   1 9 8 1  was l i m i t e d  t o  F 5.5 b i l l i o n  
(0.2 per c e n t   o f  GDP). On t h e   w h o l e ,   t h e   f i n a n c i a l   b a l a n c e  of t h e   g e n e r a l  
government i s  e s t i m a t e d  t o  have  changed  from a s u r p l u s  of F 10.4 b i l l i o n  
(0.4 p e r  c e n t   o f  GDP) i n  1980 t o  a d e f i c i t  of some F 74 b i l l i o n  (2.4 per 
c e n t  of GDP) i n  1981. The t u r n a r o u n d   m a i n l y   r e f l e c t e d  a rise i n   t h e  
p r o p o r t i o n   o f   p u b l i c   s e c t o r   e x p e n d i t u r e s   i n  GDP by 2.5 p e r c e n t a g e   p o i n t s  
t o   a b o u t  46 p e r  c e n t  i n  1981  (Tables  19-23). Estimates based  on  the 
c y c l i c a l l y   n e u t r a l   b u d g e t   c o n c e p t   s u g g e s t   t h a t  s ta te  government  oper- 
a t i o n s   p r o v i d e d  an expans ionary   Impulse   o f   about  1 per   cen t   o f  GDP i n  
1981 ,   fo l lowing  a no tab le   w i thd rawa l  of s t i m u l u s   i n   t h e   p r e c e d i n g   y e a r .  
However, t h i s   m e a s u r e   d o e s   n o t   r e f l e c t   e i t h e r   m u l t i p l i e r   o r   l a g g e d  
e f f e c t s  of budgetary  developments  on the economy. S ince  major addi-  
t iona l   expendi ture   commitments  were made i n   t h e  l a t te r  p a r t  o f   t he   yea r ,  
t h e i r   e f f e c t  may b e   f e l t  in p a r t   i n  1982. The b u d g e t s   o f   t h e   l o c a l  
a u t h o r i t i e s   r e m a i n e d   e s s e n t i a l l y   n e u t r a l   a n d   t h e   i m p u l s e   o v e r   1 9 8 0   p r o -  
v ided  by t h e   s o c i a l   s e c u r i t y   s y s t e m  together w i t h  that  o f   t he  s t a t e  bud- 
ge t ,  i s  est imated  to   have  amounted to about  1.5 p e r  cent of GDP, r eve r -  
s i n g  the t r e n d  of +he   prev ious  two y e a r s   ( T a b l e  24). 

2. P r o s p e c t s   f o r   t h e   p u b l i c   s e c t o r   i n   1 9 8 2  - 
a. The s ta te  budnet   for   1982 

The s ta te  budget for 1982  focuses   on three major  government  objec- 
t ives ,   to   sus ta in   economic   g rowth   and   employment ,   to   p romote   the  e f f i -  
ciency  of  the  economy,  and t o  r e d i s t r i b u t e   i n c o m e s  so as t o  moderate 
i n e q u a l i t i e s .   A g a i n s t   t h e   b a c k g r o u n d  of  an o f f i c i a l l y   p r o j e c t e d   g r o w t h  
of GDP by  3.1'per c e n t   i n  real terms and by 17 p e r  c e n t   i n   n o m i n a l  terms, 
o u t l a y s   i n   t h e   o r d i n a r y   b u d g e t  are f o r e s e e n   t o  rise by 28 per   cen t   and  
revenues by 1 9  p e r  c e n t   a g a i n s t   t h e   i n i t i a l   b u d g e t   f o r   1 9 8 1   a n d  by 
1 7  per   cen t   and  18 per cent ,  r e s p e c t i v e l y ,   a g a i n s t   t h e  estimates of 1981 
a f te r  the   end-yea r   supp lemen ta ry   budge t ,   r e su l t i ng   i n  a d e f i c i t  of 
F 83.8 b i l l i o n .   I n c l u d i n g  net  expendi tures   under   the   loans   and   advances  
a c c o u n t s ,  the d e f i c i t  is budgeted t o  rise t o  F 95.5 b i l l i o n ,   e q u i v a l e n t  
t o  2.6 p e r   c e n t   o f  GDP (Table   15) .  L/ 

A sus t a inmen t  of demand and  employment is s c h e d u l e d   t o  stem i n  par- 
t i c u l a r   f r o m  a rise i n  soc ia l  b e n e f i t s ,   t r a n s f e r s  t o  b o l s t e r  employment 
i n   t h e   p r i v a t e   s e c t o r ,   a n d  a 15.6 p e r  c e n t  increase in budgeted   ou t lays  

1/ The n a t i o n a l i z a t i o n ,  as  of  February 13, 1982 o f   v a r i o u s   i n d u s t r i a l  
g r o u p s   a n d   f i n a n c i a l   i n s t i t u t i o n s   i n v o l v e s  an exchange of s h a r e s  of 
fo rmer   s tockho lde r s   aga ins t   gove rnmen t -gua ran teed   15 -yea r   va r i ab le  Inter- 
es t  ra te  bonds t o  be   i s sued  by two newly   es tab l i shed   ho ld ing   companies ,  
t h  Caisse N a t i o n a l e   d e   1 ' I n d u s t r i e   a n d   t h e  Caisse N a t i o n a l e  des Banquee. 
I n  Lhe s ta te  budget  F 2 b i l l i o n   a r e   a p p r o p r i a t e d   f o r  the c r e a t i o n   a n d   t h e  
i n i t i a l   w o r k i n g   c a p i t a l  of these  holding  companies .  

_.  ~ 
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on wages  and salaries. The l a t te r  w i l l  be  absorbed p r i a a r i l y  by t h e  
c r e a t i o n  of 61,000 new j o b s   i n   t h e   p u b l i c   s e c t o r   i n  1982.  Together w i t h  
a d d i t i o n a l   j o b s   i n   h e a l t h   a n d   s o c i a l   s e r v i c e s   s u p p o r t e d  by t h e  1982 bud- 
g e t  and wi th   those   au thor ized  by t he   f i r s t   supp lemen ta ry   budge t  of 1981, 
p u b l i c   s e c t o r  employment w i l l  rise by about 125,000 ove r   t he  18 months 
through the end  of 1982. This  compares w i t h  an  average  growth of p u b l i c  
s e c t o r   j o b s  by some 25,500 a year \letween  1974  and  1980,  which was reduced 
t o   a b o u t   1 , 9 0 0   i n   t h e   i n i t i a l   b u d g e t   f o r   1 9 8 1 .   A p p r o p r i a t i o n s   f o r  wages 
and salaries a re   fu r the r   based  on :he i n t e n t  t o  keep  average real  ea rn ings  
i n   t h e   p u b l i c  sector s t a b l e  i n  t382  w i t h  some leeway f o r   a n   i n c r e a s e   i n  
t he  lower  brackets .  A t  an   e s t ima ted   ne t  cost to   t he   budge t  of F 6 - 3   b i l -  
l ion ,   measures   to   a l lev ia te   unemployment ,   inc luding   job  creation i n   t h e  
publ ic   sec tor ,   and   the   youth  employment  and e a r l y  retirement  schemes, 1/ 
are expec ted   to  lower t h e  number of  unemployed by 95,000 by t h e  end of- 
the   year .  

ApprOprIatiOnS f o r   c a p i t a l   e x p e n d i t u r e s  are s c h e d u l e d   t o   i n c r e a s e  by 
28 p e r   c e n t  as a g a i n s t   t h e   i n i t i a l   b u d g e t  of 1 9 8 1 ,   w i t h   p a r t i c u l a r l y   r a p i d  
growth i n   o u t l a y s   f o r   h o u s i n g   c o n s t r u c t i o n  and renovat ion.  However, bud- 
g e t e d   c a p i t a l   o u t l a y s  are lower   than   those  of 1981  a f te r   the   end-year   sup-  
pleacntary  budget.  In  a n   e f f o r t   t o   p r e v e n t  the budgetary  support   to  eco- 
nomic a c t i v i t y  from f u e l i n g   i n f l a t i o n a r y   p r e s s u r e s   a n d   e n t a i l i n g  a dete-  
r i o r a t i o n  of t h e   e x t e r n a l   a c c m n t ,   t h e   a u t h o r i t i e s  foresaw measures t o  
enhance   t he   expans ion   o f   p roduc t ive   capac i t i e s ,   and   t o   g ive   p r io r i ty   t o  
r a i s i n g   o u t l a y s   w i t h  a low import   content .  The measures   foreseen  to  
b o l s t e r   t h e   s u p p l y   s i d e   i n c l u d e  a doubl ing ,  as agains t   the   1981  budget ,  
i n   s p e n d i n g   a p p r o p r i a t i o n s   f o r   s u b s i d i e s  to  i n d u s t r y ,   i n   p a r t i c u l a r   t o  
suppor t   innovat ion ,   da ta   p rocess ing ,   communica t ions ,  new energy  sources ,  
and the   ae rospace   i ndus t ry ,  a 30 p e r   c e n t  rise in   expend i tu re   au tho r i -  
za t ions   fo r   nonmi l i t a ry   r e sea rch ,   and   numerous   budge ta ry   measu res   i n  
support  of $mall and  medium-sized e n t e r p r i s e s ,   p a r t i c u l a r l y  i n  the  indus-  
t r ia l  sector. Much of t h e   a s s i s t a n c e   p r o v i d e d   t o   i n d u s t r y  is  designed 
to   enhance  i m p o r t  s u b s t i t u t i o n  and t o  s t r e n g t h e n   t h e   e x p o r t   p o t e n t i a l  
o f  t h e  sector. Moreover ,   defense  expendi ture  is budgeted   to  rise by 
17.6  per   cent  t o  3.9 pe r   cen t   o f  GDP. Given  the  widening of the  budget 
d e f i c i t  and h i g h e r   i n t e r e s t  rates on new d e b t ,   o u t l a y s   o n   s e r v i c i n g  
pub l i c   deb t  are e x p e c t e d   t o  rise by more than  40 per   cen t .  

In  the  framework of a package  of   measures   decided  in   the wake of 
t he   deva lua t ion  of the f r a n c   w i t h i n  the EMS on  October 4, 1981,   the 
Government  announced a f reeze   o f  F 1 6   b i l l i o n  of inves tment   ou t lays  
foreseen  in  the  1982  budget.   These  expenditures  would  be  released  only 
i f   war ran ted  by t he   economic   s i t ua t ion .  

State revenues  in   1982 w i l l  be a f f e c t e d  by the  slowdown i n  household 
Incomes  and t h e  d e t e r i o r a t i o n  of b u s i n e s s   p r o f i t s  i n  1981,   the   fu l l   index-  
a t i o n  of income t ax  b racke t s  on t h e  rise i n  consumer p r i c e s ,  and va r ious  

- 1/ The youth employment  program is i n   f o r c e   t h r o u g h   t h e   m i d d l e  of 1982. 
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d i s c r e t i o n a r y   t a x   i n c r e a s e s .   I n   t h e   l i g h t  of the  weakening of t h e   t a x  
base  and a r evenue   l o s s  of about F 16 b i l l i o n  stemming  from a uniform 
13.5 p e r   c e n t   i n f l a t i o n   a d j u s t m e n t   o f  income t a x   b r a c k e t s   a n d   d e d u c t i o n s ,  
t h e   s h a r e  of f i s c a l   r e v e n u e   i n   n o m i n a l  GDP would ha *e f a l l e l ,  by about  
1 pe rcen tage   po in t  as a g a i n s t   t h a t   f o r e s e e n   i n   t h e  1981 b u d g e t .   k i t h  
t h e   g r o s s   d i s c r e t i o n a r y   r e v e n u e   i n c r e a s e s   e s t i m a t e d  a t  some F 32 b i l l i o n ,  
total f i s c a l   r e c e i p t s  are e x p e c t e d   t o  grow  roughly i n   l i n e   w i t h   t h e   p r o -  
j e c t e d   i n c r e a s e  i n  nominal GDP o f   1 7   p e r   c e n t   o v e r   t h e   e s t i m a t e d   o u t t u r n  
of 1981, l e a v i n g   t h e  s ta te  tax burden ,   a f t e r   r evenue   sha r ing   and   r e funds ,  
p rac t i ca l ly   unchanged  a t  about 18.5 p e r   c e n t  of GDP. The d i s c r e t i o n a r y  
measures   to  raise r e v e n u e s   p r i m a r i l y   a f f e c t   d i r e c t  taxes and r e f l e c t   t h e  
a u t h o r i t i e s '   e n d e a v o r   t o   m o d e r a t e   i n e q u a l i t i e s   i n   t h e   d i s t r i b u t i o n  of 
i n c o m e   a n d   w e a l t h .   D i s c r e t i o n a r y   i n c r e a s e s   i n   d i r e c t  taxes amount t o  
approximate ly  F 20 bi l l ion ,   main ly   encompass ing  a s u r t a x  on  higher  incomes 
t o  h e l p   f i n a n c e  unemployment b e n e f i t s ,  a new w e a l t h   t a x ,  a tax o n   c o r p o r a t e  
expenses   mainly  benefi t ing  senior   management ,  and special taxes on w i n d f a l l  
p r o f i t s  of banks   and   pe t ro leum  iompacies .   Discre t ionary   increases   In  
i n d i r e c t  taxes,  t o t a l i n g  abcclt F 1 2   b i l l i o n ,   a p a r t   f r o m   c o n t r i b u t i n g  t o  
the   con ta inmen t   o f   t he   budge t   de f i c i t ,  are expec ted  t o  provide   an   induce-  
ment t o   s h i f t s   i n  consumpt ion   pa t te rns ,  as t h e y   m o s t l y   a f f e c t   g a s o l i n e  
consumpt ion ,   the   consumpt ion   of   tobacco   and   a lcohol ,   and  car ownership. 

b. General  government i n  1982 

The o f f i c i a l   p r o j e c t i o n s  on a n a t i o n a l   a c c o u n t s  basis f o r   t h e   g e n e r a l  
government   cons is ten t  w i t h  t h e  state budget   for   1982 are f o r  a growth  of 
bo th   expendi tures   and   revenues  a t  some 18 .5  p e r  cen t .   Agains t   the   back-  
ground of t h e  rise i n   t h e   d e f i c i t  a n d   h i g h   i n t e r e s t  ra tes ,  i n t e r e s t  pay- 
ments are f o r e c a s t   t o   i n c r e a s e  by more t h a n   2 8   p e r   c e n t   t o  4 . 4  p e r   c e n t  
of  t o t a l   o u t l a y s .  A f u r t h e r  marked i n c r e a s e   o f  almost 20 p e r   c e n t  i s  
p r o j e c t e d   f o r  social t r a n s f e r s ,   w h i c h   r e p r e s e n t  more than   ha l f   o f   con-  
so l ida t ed   expend i tu re s .   A l though   s chedu led  t o  p i c k  up a g a i n s t   t h e   p r e -  
ced ing  year, the rise in   pub l i c   consumpt ion   and   i nves tmen t   ou t l ays  i s  
e x p e c t e d   t o   s t a y   b e l o w   t h e   a v e r a g e  of a l l  expendi tures ;   the   mos t   p ro-  
nounced a c c e l e r a t i o n   a g a i n s t   p r e v i o u s   y e a r s  i s  f o r e s e e n   f o r   f i x e d   i n v e s t -  
m e n t ,   r e f l e c t i n g  a s h a r p   i n c r e a s e  i n  inves tment   spending  by l o c a l   a u t h o r -  
i t i e s ,  which  account   for   about  80 p e r   c e n t  of p u b l i c   s e c t o r   I n v e s t m e n t .  

N o t w i t h s t a n d i n g   d i s c r e t i o n a r y  tax  i n c r e a s e s ,   t h e   p r o j e c t e d  rise o f  
about   16   per   cen t   in  t a x  r e v e n u e s   l a g s   b e h i n d   t h e   o f f i c i a l   f o r e c a s t  of 
GDP growth,  uminly  owing t o   t h e   f u l l   I n d e x a t i o n  of t h e  income t a x  on   t he  
CPI and  the  weakness of i n c o m e s   e s t i m a t e d   f o r   t h e   p r e v i o u s  year ,  on which 
income t a x   l i a b i l i t i e s   f o r  1982 are a s s e s s e d .  The p i c k u p   i n   r e c e i p t s  
from i n d i r e c t   t a x e s   m a i n l y   r e f l e c t s   t h e   p r o J e c t e d   r e c o v e r y   o f   a c t i v i t y  
and t h e  i n c r e a s e   i n   t h e   t a x  on pe t ro l eum  p roduc t s ,   wh i l e   r evenues   f rom 
capi ta l  t a x e s  w i l l  be  boosted by t h e   i n t r o d u c t i o n  of t h e  w e a l t h  tax. 
Because   o f   the   expec ted   p ickup  in   incomes   and   Increases  In c o n t r i b u t i o n  
rates t o   s o c i a l   s e c u r i t y ,   t h e  r ise i n   c o n t r i b u t i o n s  i s  foreseen t o   d o u b l e  
t o  about 24  p e r   c e n t  as aga ins t   1981   (Tab le  19) .  T h i s   a c c o u n t s   f o r   t h e  
renewed i n c r e a s e   i n   t h e   s h a r e  of c o n s o l i d a t e d  taxes and s o c i a l   s e c u r i t y  
c o n t r i b u t i o n s   i n  GDP t o  40.7 p e r  cent i n  1982 (Table  23) .  
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The gene ra l   gove rnmen t   de f i c i t   on  a n a t i o n a l   a c c o u n t s  baals i s  
of f l c i a l l y   p r o j e c t e d  t o  rise t o  F 83 b i l l i o n  (2.3 p e r   c e n t  of GDP) 
( T a b l e s  19   and  23). According t o  t h e   c y c l i c a l l y   n e u t r a l  budge;  concept,  
t h i s   s u g g e s t s  a n e u t r a l   s t a n c e  of f i s c a l   p o l i c y   ( T a b l e  24). 

c. The l o c a l   a u t h o r i t i e s  a n d   t h e   d e c e n t r a l i z a t i o n   p r o g r a m  

The d e c e n t r a l i z a t i o n   p r o g r a m  t o  be  completed In 1983, i n v o l v e s  a 
t r ans fe r   a f   dec i s ion -mak ing   au tho r i ry   f rom  the   Cen t ra l  Government to 
l o c a l   a u t h o r i t i e s .  Any delegation  of  competence  would  be  accompanied by 
a t r a n s f e r   o f   r e s o u r c e s ,   e i t h e r  by s h i f t i n g   c e r t a i n   t a x e s   t o   l o c a l  
a u t h o r i t i e s  or by p r o v i d i n g  them w i t h   u n t i e d   t r a n s f e r s   f r o m   t h e  s ta te  
budget.  Although  the  reform  would a l t e r  t h e  mix of p u b l x   f i n a n c e s  it 
would n o t   a f f e c t  their  l e v e l .  The p r i n c i p l e   t h a t   l o c a l   a u t h o r i t y   b u d g e t s  
must  be  balanced w i l l  remain i n   f o r c e   a n d   t h e   a u t h o r i t y  c f  p r e f e c t s   t o  
e n f o r c e   t h i s   p r i n c i p l e  w i l l  be   ma in ta ined ,   wh i l e   p rocedures  w i l l  be 
s i m p l i f i e d .  The f i r s t   d e c e n t r a l i z a t o n   b i l l ,   s i g n e d   i n t o  l a w  i n   F e b r u a r y  
1982,   def ines  the l e g a l   s t r u c t u r e  of local au tho r i ty   dec i s iomnak ing   and  
e s t a b l i s h e s   t h e   s y s t e m   o f   e x   p o s t   c o n t r o l   o v e r   t h e   b u d g e t s   o f   l o c a l  
a u t h o r i t i e s .   F u r t h e r   l e g i s l a t i o n   t o   b e   i n t r o d u c e d  by  1983 w i l l  s p e c i f y  
the d i s t r i b u t i o n   o f   a u t h o r i t y   b e t w e e n  the S t a t e   a n d   t h e   t h r e e   l e v e l s   o f  
provincial   government  . 

P r o g r e s s  in providi:.& l o c a l   a u t h o r i t i e s   w i t h   u n t i e d   f u n d s   f r o m   t h e  
s ta te  budget   has   a l ready   taken  place w i t h   t h e   r e p l a c e m e n t  of t h e   l o c a l  
t a x  by t h e   v e r s e m e n t   r e p r e s e n t a t i f   d e  l a  t a x e   s u r  les salaires  from 
t h e  state budget t o  f i n a n c e   o p e r a t i o n a l   e x p e n d i t u r e s  of  communities. 
The  funds  amount t o  abc I t  F 50 b i l l i o n  i n  1982 and  supplement   unt ied 
funds  of  F 7 b i l l i o n   p r o v i d e d  t o  l o c a l   a u t h o r i t i e s   u n d e r   r e g u l a t i o n s  
i n   f o r c e   s i n c e   1 9 7 5   t o   r e f u n d  VAT payments  on l o c a l   i n v e s t m e n t   p r o j e c t s .  
New l e g i s l a t i o n  w i l l  a l l o w  for u n t i e d   i n v e s t m e n t   s u b s i d i e s   ( d o t a t i o n  
g loba le   d 'gquipement )  to be f r e e l y   u s e d   f o r   t h e   f i n a n c i n g   o f  local  pro- 
j ec t s  o t  for a m o r t i z a t i o n .  However, t h e   S t a t e  Government w i l i  r e t a i n  
r e s p o n s i b i l i t y   f o r   o v e r s e e i n g   l a r g e  communal p r o J e c t s   e n t a i l i n g   f i n a n -  
c i a l  commitments f o r   o t h e r   p u b l i c   a u t h o r i t i e s .  

- 
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Trblr 15 Ftancr Scree Budset, 1980-82 I /  
(MBin i I t r r t iVO  b ro i l ,  i n  b i l l l o n r  of  f r m c r )  

19 80 - 1981  19e2 
I n i t i a l  Afcrr end-yrrr Final fnieirl  Aftrr and-yur  In i t ia l  
budlrc  rupplementaw  out - budgat r u p p l a o n r r t t   b u d a r t  

- 
lrv budget  cum 21 lrv budtat  1.u 

Lxpmdleurrr 
Ordinrrg  budget 525 0 566 .O 579 5 A/ 617 5 675 8 788 4 

Current e r p n d l t u r r  41 377  9 402 9 410 1 Ob2 6 480 * 1 571.1 
Copier1   r tpmdi tura  i/ L1  9 5 7  6 57.4 */ 51.9 1 2 . 2  66 2 

Special ICCQW~I, net 4 2  - 0 2  0.1 - 0 . 2  4 * 2  - 0 . 3  
105 e kfOaB0 I/ 10s 4 9? .1 123 2 123a7 144 4 

baa# and rdvracrr UXOUntI a/ 79 .O 81.9 I1 8 0.1 96.8 109.? 

Il.rrmt00 
Ordinrq  budget ,   nr t  097 9 526 8 314 1 :b 992.1 596 5 704 6 

bntrx r rvrnur  27 8 29 3 50.0 11 35.1 34,3  41.3 
b o o :  l l rvmur  rhrr ing 

and emfund8 -97 fi -101.5 -102 - 6  -ll4.2 -120 * 1 -I30 . 3  
b ~ r  and rdvmcrr  accormtr 11 4 117.1 8 6 6 6  86.3 1 W & 1  97.7 

T I .  ravrnur 567 7 597 0 597 0 671.2 682.3 797 - 6  
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Flrrc Second Third 
aupplr- r u p p h -  

Fourth Budlrt rfcar 
Jupplr- l u p p l r  end-year 

mutan w n c a r y   m a n t a n   n r n c u y  
budgat L/ bud8.t 1' budart  

supple- 
budart mancoy 

Aug 3 Nov 28 Dcc 31 Drc 31 budart 

t n i t i a l  
budlr t  

law 

Cxpendlturrr 
Ordinary  budgat 

Currant ucpanditurr 
Capital expmdl tu r r  
Dcf raar 
S p a c i a l   ~ c e o u n t a ,  nmt 

toram K~a~advancaa rccouncr 

BrtrPUaa 
Ordlnrry  budlre. art 
Tu rrvmuam 

I n c a r  tu 
Corporate iacomr tu 
Othrr d l r aec  turn 
Valum-.ddrd cu 
Cur ta r  d u r i a n   ( l a e l  tax on 

Othrr ladlrrct turn 
prcrolem  producer)  

N u n t u  r r v a u r r  
Tura l r v i r d  for l oca l   auchor t t i r a  
Tu.. l cv i rd  for CCC 
Tu a l l r v i a e l o n r   l a d  rrfundr 

Lorna M d  dvrncra  a e c o u n ~  

IIAl4nCar 
O C d i M ~  bud$ac 
LoLI8 A a d  ad*mcu ACCOmCI 
Ovtrrll brlaucr  

517 5 2 1  28.282 13,800 13.ll69 
462,649 25.427 

2,151  615,807 

51.871  2,698 
" 10.093 1 I 976 

13,804  3,051 
4eQ.m 

123,211  156 
775 72,199 

" 305 - 123.672 

90.246  6,942 
-209 

" -190 - 96 * 798 
-210 1 " " - 

592.100 
671.168 
135.226 

52,710 
299,130 

64,660 

55,9a8 
63,959 
35,143 

-23,300 
-05  ,307 

-bS.600 
86.279 

7,606 
7.561 
3,315 

3,220 
206 

816 
-30 
39 

- 

- " 
u 

20 

-3.250 
3,561 

5,140 
-656 

6,031 
-4 , I f 6  

-904 
-1.640 

-922 
-46 
30 7 

-6,150 
" 

596.460 
682,206 

69,LK)o 

295,000 
61.931 

55,900 
61,780 
34,260 

-05,353 
-22,993 
-S1,7W 
la0 , 103 

137,aas 

-25,417  -20,676  -13.604  -16,699  -2,751 
-3,967 

-19,147 

-29,380 -27.598 " -16,309 -2,751 -76,042 
-6.922 13,804 390 - 3,305 
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Discretionarp  measurer 

Social   pol icy 
Employment pol icy  
Investment  policy and a r r i s t a n c e  

t o   e n t e r p r i s m  
Miscellaneour  measures 

thanger i n  expenditures 

Changer in revenurs 

Changer in  budget  balance 

Adjustmanta  of  budget  estimates 
Changer in arpandi tures  

Changer in revenues 

Changer in  budget  balance 

Overall changer  in  budget  balance 

12.8 

2.8 
5 9 21 

7.6 21 

-5.2 

Table 1 7 ,  France: Hain Factors   Affec t ing  t h e  Development of t h e  State Budget 
in 1981 AI 

(A~inircraeivegresentation: i n   b i l l i o n r   o f   f r a n c s )  

F i r s t   Th i rd   Four th  
supple-  supple-  ouppla- 
meneary  mentary  mrntary 
budget  budget  budget  Total 

" "- 
2.8  24.6 
" 8 .6  
" 2.8 

2.8 11 14.0 
" -0.9 

" 7 . 6  

-2.8 -17 .o 

22.0 g 

-22.4 

-27 6 

9 0  
2 . 7  21 
" 

7 . 2  51 
-0.9 41 
" 

-9 .o 

r 4 0 2 1  " 26.0 

-3  3 121 " - 3 . 3  

- 7 . 3  " -29.7 

-16.3 -2.8 -46.7 

Sourcee M n i s t i i r s  d e  1'Economie et   des   Finances-Budget ,  Lea Hoter Bleuer. 

11 Excluding t h e   t r a n s a c t i o n s  of  the  second  supplemeneary  budget  involving  the  converrion  of 
loans t o  IJainoL and i n t o  sharer a f t e r   n a t i o n a l i z a t i o n  

2 1  A 25 per cen t   i nc rease  in f a m i l y  a l l w a n c e r  aa from Ju ly  1; a 50 per   cant   incraama,  in evo 
equa l   s t eps  on Ju ly  1 and December 1, in h o u r i n g   a l l w a n c e r ;  a 20 par c e n t   i n c r e u a  on J u l y  1 in 
a l l w a n c e s  for t h e   e l d e r l y  and adul t   handicapped;   addi t ional  soci8l  b m e f i t r  to  farmers m d  o t h e r s ;  
and the  Government 's   contr ibut ion  to   f inancing  par t  of the  i n c r e a r e  in t h e  mlnirmo wage by 10 per 
cen t .   Es t ima te   i nc ludes   i n t e re s t  on corresponding rise i n   p u b l i c   d e b t ,   b u t   e x c l u d e r   e f f e c t  of 
F 2 6 b i l l i o n  on d e f i c i t  of s o c i a l   s e c u r i t y .  
- 31 Unemployment compensation  and  assistance  to  migrant  foreign  workers.  
k /  Increaee in p u b l i c  employment and appropr i a t ions   fo r   you th  employment and  vocat ional  

t r a i n i n g  schemer. 
5 1  Support   for  50,ooO 1 u u - i a c m   h o u r i n g   u n i t s ,   f o r   r a i s i n g   t h e  fund. of t h e  FDES and of t h e  

FoGds Sp ic i a l   d 'Adep ta t iun   Indua t t i e l l e  (FSAI),  and for   promoting  energy  conaemation*  research,  
and m d u s t r i a l   p o l i c y   p r o j e c t s  

61 Capi t a l  and c u r r e n t   t r a n s f e r s  t o  p u b l i c   e n t e r p r i s e s  and a i d   t o   p r i v a t e   e n t e r p r i s e r   a n d   t h e  
hoising-saving  scheme. - -1 Various  forme of a s s i s t a n c e  t o  a g r i c u l t u r a l   e n t e r p r i s e s .  

8 1  Yainly r e f l e c t i n g  new appropr ia t ions  fo r  remuneration and coa t  of f u e l  conrumption in t he  
deTenee  budget,  and  cancellations of e a r l i e r   a p p r o p r i a t i o n s .  

91 A temporary  surcharge of 25 per cen t  on  1980  income t a x  l i ab i l i t i es  i n  excess of F 1 0 0 , ~ ,  
a s p e c i a l   t a x  of 10 per   cen t  on sundry  expenses of c o r p o r a t i o n r ,   s p e c i a l  taxer on v i n d f a l l   p r o f i e s  
of  banks and petroleum  companier,  an  increare i n  the tax on petrolrum  products ,   modif icat ions in 
the   deduct ib les   o f   the   inher i tance  and donat ions   t axes ,  a levy of 5 per cent  on t h e  1980 p r o f i t s  of 
labor-pool ing  enterpr ises ,  and var loue  taxes  on yachts  and  luxury  hotels 

d z t  servicing,   guarantees  * i n t e r e s t  s u b s i d i e s ,  and subs id i e s   t o   hoa ing - rav ing  scheme, F 4 . 2   b i l l i o n  
f o r  b e n e f i t s   t o   u n w l o y c d  and e a r l y   r e t i r e e s ,  F 3 2 b i l l i o n   f o r   s u b r i d i c e   t o   p u b l i c   e n t e r p r i s e s .  
F 2 b i l l i o n   f o r  loans by the  FDES, and F 6 b i l l i o n  f o r  miscellaneour subs id i e s  8nd loans t o   h e a l t h  
serv ices ,   agr icu l ture ,   sh ipbui ld ing ,   navy ,   e tc .  

aT?ecting wage8 and salaries, and pensions.  

a; tax a l l e v i a t i o n s  and refunds.  

101 Revisions  for   underest imated  out lays  of i n i t i a l  budget law of F 7 b i l l i o n   f o r  govercuurnt 

111 Adjustments w i n g  t o  d i f f e r e n t   t h a n   i n i t i a l l y   p r o j e c t e d  economic  developments, m i n l y  

1 2 /  Revis ione   for   overes t imated   ind i rec t  tax revenues  and for  unde res t ima ted   d i r ec t  tax r e c e i p t s  
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Tabla 19. France: General  Government  Operationr,  1978-82 

(National  accounts b a a )  

In  billions  In per cent 
of  francs of- total  Percentage  change 
1980 1980 1978  1979  1980  1981 1 1  1 9 b e f  

kpenditurar 
Interart  paymrntr 
Functional upenditurrr 

Wager rod  salaries 
Intermediary consmption 
Inver men t 

O f  vhich: 
Fixed capital 

Dowrtic tranrferr 
Social  tranafcrs 
Other  tranrfers 21 

Transfers  to rest of world 

Total  expenditures 

levtnues 
Tax receipts 
Of  which: 
Taxer on production and 
imports 

Taxes on  income  and 
property 

Social  security  contributions 
Marketed  productioo 
Other revenue 

Total revenue 

Fhaacial balances 
Central Government 

Of which: 
State 

Local  authorities 
Social security 

General  government 

45. 
423. 
220. 
125. 

9 3.8 20.9 23.2 22.1 39.6 28.3 
1 35.2 12.9 13.8 15.2 15.7 16.7 
7 10.4 12.9 12.5 15.2 14.9 16.6 
2 10.4 16.5 15.6 1504 18.2 17.2 

77.2 6.4  9.2  13.9  15.0 14.3 lb.4 

(75 .O) (6.2) (ha41 (12.4) (15.3) (13.0) (17.3) 
708.3 58.9 17.6 14.8 14.4 19.5 18.7 
620.8 51.7 18.5 15.8 15.3 19.9 19.7 
87.4 7.3 11.8 8.5 8.7 17.2 11.0 
24.5 2.0 9.4 17.2 12.4 18.5 16.1 

1,201.8 100.0 15.8  14.9  14.9 19.0 18.4 

639.5 52.8 12.7  17.3  16.8 12.4 15.9 

(397 . O )  (32.8) (15.3) (18.6)  (13.7) (10.6) (15.8) 

(236 .O) (19.5) (8.3) (14.7) (22.6) (15.1) (14.5) 
466.2 38.4  14.0 20.4 18.0 11.7 23.7 
47.8 3.9 17.5 15.0 12.5 15.1 15.1 
58.6 4.8  5.8 12.4 30.2 3.9 13.0 

1,212.1  100.0 13.0 18.1  17.7  11.8  18.7 

(In billions of francs) 

. . a  . . I  -27.1  -20.6 -0.9 -50.3 . . a  

( 9 . 9 )  ( . . I )  (-28.2) (-23.3)  (-3.1) (-52.8) (. ..) . .. .. -15.3 -13.1 -16.1 -18.4 ... 
a .. ... 2.9 17.9 27,3 -5.5 .. 1 

Sources: INSEE, Rapport  sur les Comtes de la Nation, 1980; and AmemblOe Nationale,  Proict de Lo1 
de  Finances  pour  1982, Rapport Economiaue et Financier; and  d3ca  provided by the  French  authorities. 

1f Official  estimate. 
- 2 f  Official  forecast. - 3 f  Mainly subsidies. 
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In billion8 In per cent 
of francs of' total Percentape change 

1980  1980 1978 1979 1980  1981 1 1  

Expenditures 
Old age benefits 217,2 39.2 17.5 
Health benrf its 176.3 31.8 1965 
Family benefits 68 .O 12.3  18.1 
Unamployment benrf Its 33.5  6.1  46.2 
Accident benefits 22.4 4.0 13.3 
Other 11 37.5 6.7 18 .a 

Total expenditures 554.8 100 0 19.1 

Revenues 
Entployerr' contributionr 339.8  58.4 14.4 
Employeer ' contributions 125.6  21.6  13.6 
Other contributions A/ 33.6 5.8 15.5 
Public transfers 69.1  11.7 28 .O 
Other 14.0 2.5 4.4 

Total revenues 582.1 100.0 15 *3 

(In billions of francs) 

Financial balance ... . I .  2.9 
Of  which: 
Main insurance fund A! ... . I  0 -7.5 

Of which: 
Unemployment insurance ... .. . (-0 4) 

Fund for other private employees 5/ . .. . 1.4 
Fund for  public employees a/ ... .. 0 3.3 
Supplementary old age insurance 

funds I /  .. . .. . 5.4 

1660 
17.1 
14.5 
42.6 
10.6 
12 .o 

16.7 

16.6 
30.2 
27.5 
21.8 
-1.8 

2063 

17.9 

4.2 

6.1 

1464 ) 
15.9 ) 
18.1 ) 
40.7 ) 
10.4 ) 
15.9 

16.6 

15.7 
24.5 
19.2 
21.7 
-2.1 

17.9 

27.3 

13.2 

6.4 

20.7 

13.1 

20.2 

13.3 
7.2 

15.2 
23.7 
26.3 

1366 

-5.5 

... 

.. . 

Sources: IVSEE, Rapport  sur les Comptes de l a  Sation, 1980; Aseemblic Nationale, Prolet de  Lo1 
de Finmcce pour 1982, Rapport Economique et Financier; and data provided by the French authorities. 

- 11 Official estimate. 
21  Including wages and s a l a r i e s ,  expenditures on goods and semices, transfers, and investment 

outlays. 
- 31  Contributions bv self-employed or nonemployed. - k l  Rigimes g i n i r a u x .  
- 51  RBgimes spbciaux. 

- 7 1  RBgimes complhentaires. 
61  Rigimes statutalres. 
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Table 23. France: Indicdtors of the Relative hportance of 

the  Public  Sector, 1978-82 

(National accounts basis;  in per cent of G D P )  

1978  1979  1980 1961 1_/ 1982 21 

General  government ?/ 
Expenditure 42.5 42,9 4 3 . 6  46.1 46.7 
Taxes and social  security 
contributions 37.1 38.6 40.1 40.0 40.7 
Of which: 
Social  security contri- 
butions (15.3) (16.2) (16.9) (16.8)  (17.8) 

Financial baiance -1.9 -0.7 0.4 -2.4 -2.3 

State 
Expenditure 
Taxes 
Financial  balance 

20.4 2 0 . 5  20.7 21.9 
17.3 17.9  18.5  18.5 18.4 
-1.3 -1.0 -0.1 -1.7 ... 

... 

Memorandum items: 
Financial balances of general 

government 
Germany - 2 . 7  - 2 . 9  -3.4  -4.5 ... 
Italy -9.7 -10.0 -8.7 -11.6 ... 
United  Kingdom -4.3 -3.2 -3.5  -2.5 
Netherlands -4.4 -5 .O -5.8 -6.7 ... 
Belgium - 7 . 2  -9.1 -12.1 -15.9 ... 

b.. 

Sources: INSEE, Rapport sur les  Comptes  de la Nation, 1980;  Assemblee 
Nationale,  Projet de Lo1 de Finances  pour 1982, Rapport  Economlque et 
Financiet;  and IMF European  Department. 

- 1/ Official  estimates for France and staff  estimates. 
- 2/ Official  forecast. 
3/ Including  Central Government, local authorities, and social 

security funds. 
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l d b l e  24. F r a n c e  Cvcllcal Impact of Publlc Sector 
Operations, 1978-82 

(National  accounts  basls) 

1978 19 79 1980 1981- '' 1982- 2 /  

(In per cent of GDP) 

Actual f lnancial balance 
Central  Government -1.3 -0.9 " -1.8 

Of whlch: 
State (-1.3) (-1.0) (-0.1) (-1.7) (. . .) 

. .. 

Local  auth-rities -0.7 -0.5 -0.6 -0.6 
Soclal  security funds 0.1 0 .7  1.0 - 0 . 2  ... ... 

General government -1.9 -0.7 0.4 - 2 . 4  - 2 . 3  

Cyclical  effect 2/ 
Central  Government 1.6 1.0 -0.2 1.1 

Of which: 
State (1.4) (1.0) (-0.2) ( 0 . 9 )  (. . .) 

... 

Local  authorities -0.3 - 0 . 5  -0.5 -0.7 ... 
Soclal  security funds -0.1 - 0 . 7  -1.2 -0.4 ... 

General government 1.2 -0.2 -1.9 

Change In cyclical  effect A/ 
Central  Government 0.7 - 0 . 4  -1.5 1.1 

Of whlclg: 
State (0.7) (-0.3) (-1.1) (1.1) (. . . I  

... 

Local  authoritles -1.2 -0.2 -0.1 -0.2 ... 
Social security funds 0 . 5  -0.6 -0.1 0 . 7  ... 

General  government 1.0 -1.2 -1.7 1 . 6  " 

Sources: INSEE, Rapport sur les Comptes de la Nation, 1980; 
Assemblge Natlonale, Prolet de Loi de Finances pour 1982, Rapport 
Economique et Flnancler; data provided by the  French  authorities; 
and staff  calculatlons. 

- 1/  Based on offlcial estlmates. 
- 2 1  Based on officlal forecasts. 
3 1  The cycllcal effect 1s calculated by subtracting  the  actual 

flnanclal balance from the cyclically neutral fmancial balance. 
The latter 1 s  derlved by projecting expendltures in line  with  the 
growth of potentla1 GDP, and receipts In l m e  w l t h  the  gr-wth of 
actual GDP,  both In value terms. 
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IV. Monztary  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 M2 at 9.7 per cent 
during 1980 (Tables 25 and 26). Assuming a steady  expansion  of M2 dur- 
ing  1981, the target implied a year-on-year average  increase of about 
11 per cent. Thue,  compared with  a  contemporaneous  official  projection 
f o r  the growth of nominal GDP of 12.3 per cent in  1981, the prospect 
was for an  acceleration in the  income  velocity of M2 by more  than 1 per 
cent, a somewhat  higher  rate  than  occurred in 1980. 

When  establishing the target for 1981,  the  authc L~ expected 
that the contribution  to  the  growth of M2 of the evolutioL 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 wTth  respect to  bond issues and the own resources of financiaL 
institutions 31 as well as to other  miscellaneous  factors  affecting  the 
growth of M2, 41 it was concluded that the  achievement of the  monetary 
target requirex  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 centand an  actual  increase of 14.5 per cent 
durlng 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  ceil 
ings for the  majority of the  institutions  subjsct  to the encadrement 
(Table 27). On the  other  hand, against the background of the slow 
expansion  during 1980 of preferential  credits  only  partially  subject 

- 
11' 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. 
31 Both  are  deductible  from  the  expansion of bank credit subject to 

41  Mainly  reflecting the domestic banks' liabilities to foreign  bsnks 
growth  ceilings  under  the encadrement. 

anx correspondents  associated  with  the  extension of foreign  currency 
credits to the economy. 

establishment at the end of 1980 of  two  banking  institutions, Credit 
d'Equipement de6 PME (CEPME) and Banque  Populaire  FBd6rale de Dbveloppe- 
ments ( B P F D ) ;  the predecessors of the two banks were classified ab 
nonbank  financial institutions. 

5/  After  elimination of the statistical  bias  attributable  to  the 
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t o   t h e   e n c a d r e m e n t  (Tab ie  2 8 ) .  i t  was dec ided   t o   l ower   t he   p ropoLt ion  
of t h e   i n c r e a s e  i n  s u c h   c r e d i t s   i n c l u d e d   u n d e r   t h e   c e i l i n g s   f r o m  50 p e r  
cent f o r   t h e  l a t t e r  p a r t   o f   1 9 8 0  t o  60 per c e n t   f o r  1981. 

b. Monetary  developments 

In   1981 ,   t he   pace  and p a t t e r n  of movements i n  monetary  and  f inan- 
c i a l  flows  have  undergone a s u b s t a n t i a l   c h a n g e   f r o m   t h e   p r e v i o u s  year. 
I n   t h e   e a r l y  p a r t  o f   1 9 8 1 ,   t h e   I n c r e a s e   i n  a l l  major monetary  aggre- 
ga t e s   p i cked  up cons iderably .   Al though  the   g rowth  of t h e  money supp ly  
slowed down from a s e a s o n a l l y   a d j u s t e d   a n n u a l  rate of 22.5 per cent 
during  Apri l /May t o  some 7 p e r  c e n t   d u r i n g   J u n e ,  i t  p i cked   up   aga in   In  
the   subsequen t  two m o n t h s ,   r a i s i n g   t h e   a n n u a l   a v e r a g e  rate t o  17.7 p e r  
cent   during  January-August ,   1981  (Table  2 5 ) .  I n   t h e   l i g h t   o f   t h e  
a p p r o a c h i n g   e l e c t i o n s   p e r i o d ,   t h e r e  was a n o t a b l e   i n c r e a s e   i n   l i q u i d i t y  
p r e f e r e n c e ,   r e f l e c t e d   i n   a n   a c c e l e r a t i o n   i n   t h e   g r o w t h   o f   n a r r o w  money 
(MI) from  about 7 p e r   c e n t   d u r i n g   1 9 8 0   t o   a n   a n n u a l  ra te  of some 19 p e r  
c e n t   d u r i n g  January-May  1981.   Moreover ,   g iven   the   l ibera l iza t ion   of  
I n t e r e s t  rates on  time d e p o s i t s   s i n c e  mid-1979, p e r m i t t i n g  a remunera- 
t i o n  of c e r t a i n   d e p o s i t s  a t  a ra te  n e a r   t h e   g o i n g  money market rates,  
t h e   s h a r p   i n c r e a s e   i n   s h o r t - t e r m   i n t e r e s t  rates from March 1981   l ed  t o  
a placement of f u n d s  by I n d i v i d u a l s   a n d   i n s t i t u t i o n a l   i n v e s t o r s   i n  time 
d e p o s i t s   i n s t e a d  of s a v i n g s   d e p o s i t s   a n d   s e c u r i t i e s .  

As t o   t h e   s o u r c e s   a l i m e n t i n g   m o n e t a r y   e x p a n s i o n ,  the i n c r e a s e   i n  
o f f i c i a l   f o r e i g n   r e s e r v e s   c o n t i n u e d  t o  b o o s t   t h e  money s u p p l y   i n   t h e  
e a r l y  p a r t  of t h e   y e a r ,   b u t  i t  t u r n e d   a r o u n d   s u b s e q u e n t l y   ( T a b l e  29) .  
The monetary   f inanc ing  of t h e   b u d g e t   d e f i c i t ,   w h i c h  had e x e r c i s e d  a 
dampening e f f e c t   o n  M2 dur ing   mos t  of 1980, became a n   i m p o r t a n t   s o u r c e  
of   monetary   g rowth   in   1981.   Notwi ths tanding  a marked  pickup I n   t h e  
Treasu ry ' s   abso rp t ion   o f   nonmone ta ry   r e sources   f rom i ts  c o r r e s p o n d e n t s ,  
c h i e f l y   t h e   C a i s s e   d e s  DBpGts e t  Cons igna t ions  (CDC), owing t o   t h e  
widening of t h e   d e f i c i t  and the   weakness  of t h e  bond marke t ,  the  Trea- 
sury's monetary  borrowing a t  F 50.5 b i l l i o n   d u r i n g  the f i r s t   e i g h t  
months of 1981 was about   double   the  amount   of  a y e a r  earlier. The 
growth of bank l e n d i n g   t o   t h e  economy a c c e l e r a t e d   f r o m   t h e   m i d d l e  of 
1980  and  continued a t  an annua l  average r a t e  o f   a b o u t   1 9   p e r   c e n t   d u r i n g  
t h e  f i r s t  eight  months  of  1981.  However, t h i s  development was a f f e c t e d  
by t h e   d e p r e c i a t i o n   o f   t h e   f r a n c ,   m a i n l y   v l s - + v i s   t h e  U.S. d o l l a r ,  
which  boosted the v a l u e  of c r e d i t s   g r a n t e d  in terms of f o r e i g n   c u r r e n c y .  
Bank c r e d i t s  i n  f r a n c s   t o   p r i v a t e   r e s i d e n t s   g r e w  a t  a year -on-year   ra te  
of  somewhat less than  1 4  p e r   c e n t   ( T a b l e  30). F u r t h e r m o r e ,   t h e r e  was a 
p r o n o u n c e d   a l t e r a t i o n   i n   t h e   p a t t e r n   o f   b a n k   l e n d i n g   t o   t h e  economy. 
During  1980 as a who le ,   such   l end ing  grew n o t i c e a b l y   f a s t e r   t h a n  was 
env i saged  a t  t h e  time t h e   m o n e t a r y   t a r g e t  was e s t a b l i s h e d .   N o n e t h e l e s s ,  
t h l s   g e n e r a t e d   o n l y  a m o d e s t   u n e x p e c t e d   c o n t r i b u t i o n   t o   t h e   i n c r e a s e   I n  
t h e  money s u p p l y   ( T a b l e  25) .  The boom In t h e   s e c u r i t i e s   m a r k e t   e n a b l e d  
banks to raise s u b s t a n t i a l l y   t h e i r  bond i s s u e s ,   w h i c h   p r o v i d e d   a d d i t i o n a l  
s c o p e   f o r   l e n d i n g   o u t s i d e   t h e   c o n f i n e s  of credit  g r o w t h   c e i l i n g s ,   b u t  a t  
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t h e  same time  absorbed  monetary assets of  nonbanks.  Moreover,  against 
the background of widesp read   expec ta t ions  for  a n   a p p r e c i a t i o n  of t h e  
exchange ra te  of t h e   f r a n c ,   t h e r e  was a s t r o n g  demand for  bank c r e d i t s  
i n  fo re ign   cu r rency  terms. They a re  n o t   s u b j e c t  to  the  encadrement,   and 
t h e y  grew by sone  55 p e r  cenc   dur ing   1980  (Table  28). However, t h e  r ise  
i n   f o r e i g n   c u r r e n c y   l o a n s  was not p a r a l l e l e d  by a commensurate rice i n  
d e p o s i t s   w i t h   d o m e s t i c   b a n k s ,   b u t   i n  part by an  increase i n   t h e   b a n k s '  
l i a b i l i t i e s  t o  fore ign   banks   and   cor respondents .  From t h e   b e g i n n i n g  of 
1981   t h rough   Augus t ,   t he   con t r ibu t ion   o f   bank   l end ing  t o  the   g rowth  of 
M2 was exace rba ted  by a d e c e l e r a t i o n   a n d   e v e n t u a l   d e c l i n e   i n   t h e   a b s o r p -  
t i o n  of mone ta ry   a s se t s   t h rough   t he   nonmone ta ry   r e sources  of t h e  banks. 
No tab ly ,   t he re  was a d e c l i n e   i n   t h e   r e s o u r c e s   t h e   b a n k s  were a b l e  t o  
borrow  from t h e  CDC, a g a i n s t   t h e  backgound of a slowdown i n  i t s  c o l l e c -  
t i o n  of d e p o s i t s  and   an   i nc rease  i n  i t s  c o n t r i b u t i o n  t o  f i n a n c i n g   t h e  
b u d g e t   d e f i c i t .   F u r t h e r m o r e ,  whereas the   con t inued  strong e x p a n s i o n   i n  
b a n k   l e n d i n g   i n   f o r e i g n   c u r r e n c i e s  was accompanied by a n   e x c e p t i o n a l l y  
r a p i d   i n c r e a s e   i n   t h e   b a n k s '   l i a b i l i t i e s  t o  fo re ign   banks  and  correepon- 
d e n t s   d u r i n g   t h e   f i r s t   q u a r t e r  of 1 9 8 1 ,   t h i s   r e l a t i o n s h i p  was reversed 
w i t h  a subsequent   tu rnaround in exchange rate e x p e c t a t i o n s   ( T a b l e  29) .  

I n  e a r l y   S e p t e m b e r   t h e   r e m u n e r a t i o n   o b t a i n a b l e  on time d e p o s i t s   a n d  
c e r t i f i c a t e s  of d e p o s i t  was seve re ly   cons   t r a ined .   Moreove r ,   sho r t - t e rm 
i n t e r e s t   r a t e s   e a s e d   n o t i c e a b l y   a f t e r  the r e a l i g n m e n t   i n  the EMS i n   e a r l y  
Oc tobe r .   Inves to r s   sh i f t ed   funds   f rom time d e p o s i t s   a n d   c e r t i f i c a t e s  of 
d e p o s i t   i n t o  demand a n d   s a v i n g s   d e p o s i t s ,   a n d  more s i g n i f i c a n t l y ,  into 
bonds. As a r e su l t ,  d u r i n g   t h e  l a s t  four  months of 1981, the   g rowth  of 
M2 d e c e l e r a t e d   t o   a n   e s t i m a t e d   a n n u a l  r a t t  of less t h a n  2 p e r  cent, 
l o w e r i n g   t h e  ra te  d u r i n g   t h e   y e a r  as a whole to  12 p e r   c e n t .  This cor- 
r e s p o n d e d   t o   a n   a n n u a l   a v e r a g e   i n c r e a s e  of about  12.5 per  cent ,  which 
l e f t   t h e   l i q u i d i t y   r a t i o   i n   1 9 8 1   r o u g h l y   u n c h a n g e d  as a g a i n s t  t h e  pre- 
vious  year   (Table  31). The component of the money supply   he ld   by  resi- 
d e n t s  ( M 2 R ) ,  which i s  p r a c t i c a l l y   u n a f f e c t e d  by v a l u a t i o n   a d j u s t m e n t s  
on f o r e i g n   c u r r e n c y   d e p o s i t s   e s s e n t i a l l y   k e p t  by n o n r e s i d e n t s ,  grew by 
11.5 per cent   between  the  end of 1980   and   t ha t  of 1981. 

A n  increase of n e t   o f f i c i a l   f o r e i g n   r e s e r v e s   b e t w e e n   A u g u s t   a n d  
December c o n t r i b u t e d   t o   t h e   e x p a n s i o n  of t h e  money s u p p l y ,  which was 
p a r t l y   a t t r i b u t a b l e  t o  v a l u a t i o n   g a i n s   o n   f o r e i g n   e x c h a n g e   r e s e r v e s .  
Dur ing   t he   yea r  as a whole t h e   e f f e c t  of n e t   o f f i c i a l   r e s e r v e  movements 
dampened t h e   e x p a n s i o n  of M2 by a b o u t  2 p e r c e n t a g e   p o i n t s  (F 27.7 b i l -  
l i o n ) ,  o r  by 3.5 p e r c e n t a g e   p o i n t s  ( F  50 b i l l i o n )   i f   v a l u a t i o n   g a i n s  
o n   o f f i c i a l   f o r e i g n   e x c h a n g e   h o l d i n g s   a r e   e x c l u d e d .   A l t h o u g h  the mone- 
tary f i n a n c i n g  of t h e   b u d g e t   d e f i c i t   i n   t h e  l a t t e r  part  of 1981 was 
moderated by t h e   r e c o v e r y  of t h e   l o n g - t e r m   f l n a n c l a l   m a r k e t ,   T r e a s u r y  
o p e r a t i o n s   d u r i n g  t h e  e n t i r e   y e a r   b o o s t e d   t h e  money supp ly  by 2.5 per-  
c e n t a g e   p o i n t s ,   o r  by 4 p e r c e n t a g e   p o i n t s   b e f o r e   c r e d i t i n g   t h e   T r e a s u r y ' s  
a c c o u n t   a t   t h e  Banque   de   F rance   w i th   t he   va lua t ion   ga ins   on   o f f i c i a l  
fo re ign   exchange   r e se rves .  Bank l e n d i n g  to  t h e  economy d e c e l e r a t e d  
between August and  December , l e a d i n g   t o   a n   i n c r e a s e  of about  15.5 p e r  
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cen t   du r ing   t he   yea r  as a whole.  Although t h i s  exceeded  the rate i n i -  
t i a l l y  f o r e s e e n   i n   t h e  framework of t he   mone ta ry   t a rge t ,  i t  represented  
a moderate slowdown as aga ins t   t he   p reced ing  year. The growth  of  bank 
c r e d i t s   t o   p r i v a t e   r e s i d e n t s  which are l i t t l e  a f f e c t e d  by va lua t ion  
adjustments  on fore ign   cur renc ies ,   s lowed down from  15.7 per c e n t   i n  
1980  to  13.3 per   cen t   in   1981.  The abso rp t ion  of monetary  assets  by 
the  banks'   use of nonmonetary  resources  grew by only 5 . 5  per   cent   dur-  
ing 1981,  compared  with  about 40 p e r  cent  during  1980  Ciable 2 5 ) .  

C. The secu r i t i e s   marke t   and   f i nanc ia l   f l ows  

The modi f ica t ions  i n  t h e   p a t t e r n  of financial   f lows  between  1980 
and  most of 1981 a l s o   b e a r   o n  the impl i ca t ions  of monetary  expansion  for  
t he  economy and the e f f e c t i v e n e s s  of the   c red i t   g rowth   ce i l ings .   Dur ing  
1980,   the slowdown i n   t h e  money supply was not  accompanied by a comen- 
s u r a t e   c u r t a i l m e n t  of f i n a n c i a l  resource6 for t he  economy. The income 
v e l o c i t y  of money, as r e f l e c t e d   i n   t h e   f a l l  o f   t h e   l i q u i d i t y   r a t i o  s;hown 
i n   T a b l e  31, inc reased  by about  1 per   cen t .  This was g rea t ly   he lped  by 
the  rise i n   d i r e c t   f i n a n c i a l   i n t e r m e d i a t i o n   b e t w e e n   h o u s e h o l d s ,   o n   t h e  
one hand,  an* t h e  T reasu ry   and   en te rp r i se s ,   on   t he   o the r   hand ,   v i a  the 
securit ies market  and in   indirect   in termediat ion  over   nonmonetary  chan-  
n e l s  mainly by househo lds   pu rchas ing   s ecu r i t i e s   i s sued  by the  banking 
sys t em (Tables 32 and 3 3 ) .  The s h i f t  of f inancial   p lacements   f rom 
l i q u i d  assets t o   s e c u r i t i e s   m a i n l y  stemmed from a widening  of   the  inter-  
est rate d i f fe ren t ia l   be tween  shor t - te rm  and   long- te rm  f inanc ia l   inves t -  
ment. 'Vhile in t e re s t   r a t e s   i n   t he   sho r t - t e rm  marke t   dec l ined   modera t e ly  
during  1980, bond y i e l d s  were permi t ted  by t h e   a u t h o r i t i e s   t o  rise and 
they   were   pos i t i ve   i n  real t e rms   du r ing   t he   en t i r e   yea r .  The d i f f e r -  
e n t i a l  in remuneration was f u r t h e r   a c c e n t u a t e d  by regulatory  measures ,  
since notwi ths tanding   deve lopments   in   the  rate of i n f l a t i o n ,   i n t e r e s t  
rates on  hohsing  savings  accounts  were l e f t  unchanged,   and  the  tax  levied 
a t  t h e   s o u r c e   o n   i n t e r e s t   e a r n i n g s  on anonymous liqulld assets was increased .  
The pickup in bond sales w a s  fur ther   enhanced  by a more f requent   recourse  
of the   Treasury  t o  t h e  bond market i n   a n   e f f o r t  to contain  the  monetary 
f inanc ing  of Lhe budget   def ic i t   and  a s h i f t  by i ssuers   toward   shor te r  
m a t u r i t i e s  and bonds a t  v a r i a b l e   i n t e r e s t  rates. 

A r e v e r s a l  i n  t h e   p a t t e r n  of f i n a n c i a l  flows was l a r g e l y   r e s p o n s i b l e  
for a slowdown i n   t h e  income v e l o c i t y  of money i n  t h e   f i r s t   h a l f  of 1981.  
The n o t a b l e   d r o p   a g d n s t  a yea r  earlier i o  t h e   i s s u a n c e  of securities 
and i n  t h e i r  weight i n  f i n a n c i a l   c a p i t a l   f o r m a t i o n  was caused by a v a r i -  
e t y  of f ac to r s .   L iqu id i ty   p re fe rence   i nc reased   aga ins t   t he   background  
o f   t he   na t i c rna l   e l ec t ions ,   r e in fo rced  by a s t r o c g   s h i f t  i n  t h e   y i e l d  
curve benef i t ing   shor t - te rm  f inanc ia l   p lacements .  Whereas i n   t h e   e a r L y  
p a r t  o f  the year bond purchases  were hampered by i n v e s t o r s   e x p e c t i n g  
a f i rming   of   y ie lds ,   in  t h e  subsequent  period  borrowers were r e l u c t a n t   t o  
issue f i x e d   i n t e r e s t  rate bonds a t  the  given  high rates i n   e x p e c t a t i o n   o f  
a n  early  e a s i n g  of the market.  Moreover, bond purchases by nonres idents  
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were adve r se ly   a f f ec t ed  by a turnaround In exchange rate expec ta t ions  
upon t h e   o u t r u r n  of t he   c l ec t ione .  Aa a r e e u l t ,  bond sales dur ing   t he  
f i r s t  e i g h t  months of 1981 f e l l   t o  some F 55 b i l l i o n  from about F 78 b i l -  
l t on   Cur ing   t he  same period of 1980  (Table 32). 

I n   t h e   l i g h t  of the   a luggiehnere   o f   the   secur i t ies   marke t  flrme 
were compelled t o   r e l y  more  on  bank f inanc ing .  A t  the  same time, t h e  
l a t i t u d e  of banks  and f i n a n c i a l   e s t a b l i e h m e n t a   t o   l e n d   t o   t h e  economy 
ou t s ide   t he  framework of the  encadrement was cons t ra ined  by the   condi-  
t i o n s   i n   t h e  bond market and by t h e   f a c t  :\at a larger propor t ion  of 
long-term  funds  obtainable   f rom  nonbank  f inancial   ins t i tut ions was 
d i v e r t e d   t o   f i n a n c i n g   t h e   b u d g e t   d e f i c i t .  To m i t i g a t e   t h e   e f f e c t  of 
t h e   d e t e r i o r a t i o n  of f i n a n c i a l   c o n d i t i o n s  on small and  medium-sized 
e n t e r p r i s e s  and t o   b o l s t e r   p r i o r i t y   i n v e s t m e n t s  i n  areas such as j o b  
c r e a t i o n ,   e x p o r t s ,   t e c h n o l o g i c a l   i n n c   r a t i o n ,  and energy  conservat ion,  
t he   au tho r i t i e s   r epea ted ly   w idened   t he  scope of subs id ized   loans   g ran ted  
for  these  purposes,   exempt from the  encadrement.  Moreover,  whereas  up 
t o  May the  banks  could  re ly ,  as in   p rev ious   years ,   on  using up remaining 
marg ins   unde r   t he   c r l Jd i t   g rowth   ce i l i ngs   cu r ren t ly   i n   fo rce ,   such  reserves 
were  near ly   depleted by June. The  premium on  unused  margins  negotiable 
between  banks (prime de d€sencadrement) rose to   abou t  6.5  p e r  cen t  by 
Augus t ,   the   h ighes t   l eve l   s ince   the   end  of 1974. Furthermore, a number 
of banks   exceeded   the i r   c red i t   g rowth   ce i l ings   and  became s u b j e c t  t o  the  
pena l ty  rates of minimum reserve   requi rements   (Table  3 4 ) .  A t i g h t e n i n g  
of financing  conditions  around  mid-year was f u r t h e r   r e f l e c t e d   i n   s u r v e y s  
m o n i t o r i n g   t h e   a v a i l a b i l i t y  of c r e d i t s   t o   e n t e r p r i s e s .   A g a i n s t   t h e  back- 
ground of these   deve lopments ,   the   au thor i t ies  raised i n  Vrarioue s t e p s  
t h e   c r e d i t  c e i l i n g s  of   the  major i ty   of   banks  for   June  and  each  subse-  
quent month  through  the  end of the   year   (Table  27). The  amount of sup- 
p l emen ta ry   c r ed i t s   t hus   r e l eased  was e s t i m a t e d   t o   a l l o w  for an increase 
of about 0.5 p e r c e n t a g e   p o i n t s   i n   b a n k   c r e d i t s   t o   t h e  economy and i n   t h e  
money supply   in   1981 as a whole. 

Condition8 i n  t h e   f i n a n c i a l   m a r k e t s   i n   t h e  l a t t e r  part of   the   year  
eased  fur ther ,   mainly  because of a marked recovery of t h e  bond market. 
With a normalizat ion of t he   y i e ld   cu tve   fo l lowing   measu res   t o   l imi t  t he  
remuneration of time d e p o s i t s  and c e r t i f i c a t e s  o f   d e p o s i t   i n   e a r l y  Sep- 
tember, and a lowering  of   short- term  interest  rates a f t e r  t h e  rea l ign-  
ment in t h e  EMS in ear ly  October ,   average  monthly  issues   of   bonds  during 
September-December almost  doubled as a g a i n s t   t h e   p r e c e d i n g   e i g h t  months. 
As a r e s u l t ,   g r o s s  bond i s sues   du r ing   1981   ro se   t o   abou t  F 107 b i l l i o n ,  
c l o s e  t o  the record  level   of   1980  (Table  32). The s t rengthening  of t h e  
bond market   benefi ted the  rronmonetary f inanc ing  of both  the  budget   def i -  
c i t ,  and,  through the in t e rmed ia t ion  of f i n a n c i a l   i n s t i t u t i o n s ,   t h e  
borrowing  requirement of t h e   p r i v a t e   s e c t o r .  The f u r t h e r  marked pickup 
i n  bond i s s u e s  by f i n a n c i a l   i n s t i t u t i o n s  i n  1981 stemmed i n   p a r t  from a 
s t rong  shif t   toward  bonds a t  v a r i a b l e   i n t e r e s t  rates. The lat ter type 
of  bonds  represented  almoet 2 0  per   cent   of  to ta l  i s s u e s  i n  1981  compared 
wi th  less than  6 p e r   c e n t   i n   t h e   p r e v i o u s  year. 
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Deve lopmnte   i n   t he   s tock   marke t   i n   1981  were inf luenced  by t h e  
e lec t ion   per iod   and   the   na t iona l iza t ion   program  of   the  new adminis t ra-  
t i on .  Upon t h e  outcome of t h e   p r e s i d e n t i a l   e l e c t i o n s   s t o c k   p r i c e s  plum- 
meted,  and t r a d i n g  i n  the stock  exchange was h a l t e d  for 48  hours.  Although 
share   p r ices   p icked  up subsequen t ly ,   t he  INSEE index   for   domest ic  shares 
c losed   the  year a t  about  15  per  cent  below its l e v e l  a t  t h e  end of 1980. 
During  periods when the   au tho r i t i e s   de l ibe ra t ed   ove r   t he   compensa t ion  of 
sha reho lde r s ,   t r ad ing  was suspended for the s t o c k s  of companies  included 
i n   t h e   n a t i o n a l i z a t i o n  program.  Nonethelese,   the  issuance of new equi-  
t i e s  proceeded more s t e a d i l y   d u r i n g   t h e  year than bond i s s u e s ,  and 
t o t a l e d  F 23.3 b i l l i o n   i n   1 9 8 1  compared  with F 21 b i l l i o n  a year  earlier 
(Table 32). The good p r o g r e s s   i n   t h e   i s s u e  of equi t ies ,   which   main ly  
benef i ted  small and medium corpora t ions   no t   quoted  i n  the s tock  exchange,  
was a t t r i b u t a b l e  t o  t h e   e f f e c t  of l e g i s l a t i o n   i n t r o d u c e d  i n  1978  (Lo1 
Monorr-) prociding tax i n c e n t i v e s   t o   c o r p o r a t i o n e  on i n c r e a s e s   I n   c a p i t a l  
and w i t h i n   c e r t o i n  limits, t o   s u b s c r i b e r s  of stocks  of  French  corpora- 
t i ons .  

- 
-L 

d. I n t e r e s t  rates 

The p r i n c i p a l   o b j e c t i v e s  of i n t e r e s t  rate po l i cy  are t o  b o l s t e r   t h e  
pos i t ion   o f   the   f ranc   in   the   exchange   marke ts   and   to   enhance   the   p lace-  
ment of f u n d s   i n   t h e   s e c u r i t i e s   m a r k e t  rather than   in   monetary   asse ts .  
I n   t h e   l i g h t  of the development of interest  rates abroad  and of o t h e r  
f a c t o r s   a f f e c t i n g   t h e   e x c h a n g e  ra te ,  dur ing  most of t he   pe r iod   s ince  
early i n  1981   i n t e re s t  rate po l i cy  w a s  dominated by the former  objec- 
t i v e .  The marked f i r m i n g   o f   i n t e r e s t  rates i n  Germany i n   t h e  l a t te r  
part   of  February and subsequen t   heavy   p re s su res   on   t he   f r anc   i n   t he  
exchange   marke t s ,   p rompted   t he   au tho r i t i e s   subs t an t i a l ly   t o  raise shor t -  
term i n t e r e s t  rates. The money marke t   in te rvent ion  rate of t h e  Banque 
de  France on seven-day   advances   aga ins t   co l la te ra l  of T r e a s u r y   b i l l s  was 
success ive ly   r a i eed   f rom  10 .8   pe r   cen t   i n   J anua ry   t o  22 p e r  c e n t   i n  
June. The three-month money market rate rose over the same period  from 
11.4 pe r   cen t  t o  almost 19 per   cent   (Table  35).  This  was p a r a l l e l e d  by 
a n   i n c r e a s e   i n  the banks '   base  lending rate from  12.3  per  cent t o  1 7  p e r  
cen t   whi le  the f r e e l y   n e g o t i a b l e  rates on time d e p o s i t s  of more than 
F 100,000  with a m a t u r i t y  of a t  least one  month  and time d e p o s i t s  on 
more than  one  year   c losely  fol lowed  the rise i n  money market rates. 
Although  long-term  interest  rates were f i r m i n g   a l s o ,  the  p o s i t i v e   d i f f e r -  
e n t i a l  of about 3.5 percentage  points   between  yields   on  pr ivate   bonds 
and the  three-month money market rate in   January  narrowed  progressively 
and  turned  around by June to a n e g a t i v e   f i g u r e  of about 1 percentage 
poin t  . 

A s  t e n s i o n s   i n  t h e  exchange  markets  abated  the Banque de  France  grad- 
ua l ly   lowered   the  money marke t   in te rvent ion  rate. The process  was h a l t e d  
when p res su res  on the franc  recurred  in  August  and  September,   but  resumed 
a f t e r   t h e   O c t o b e r  4 r e a l i g n m e n t   i n   t h e  EMS, so t h a t  by February  1982  the 



rate on   r evenday   advance6   h td   f a l l en  t o  15.4  per  cent.   Further  helped 
by a c u t   i n  minimm  reaerve  requirement. a t  the  end  of  June (Tables 34 
and 361, cond i t ion r  i n  t h t  money market cased  and  the  three-month rate 
had   dec l ined   to  14.5  per  cent by February 1982. 

On September 3 regula t ions   concern ing   the   remunera t ion  of t e e i d e n t e '  
time depos i te   and   cer t i f ica tes   o f   depos i t   were   t igh tened ,   l eav ing   subjec t  
t o   f r e e   n e g o t i a t i o n   o n l y  rates on  depoei te   of  more t h a n  F 500,000 on mate- 
r i t i a e  of above  eix  months  and  deposita  on  more  than  one year. In  conee- 
quence,  al though bond y i e l d s   d e c l i n e d   g r a d u a l l y ,   t o  a rate of 17.1  per 
c e n t   f o r   p r i v a t e  bond6 by February  1982,  investment i n  bonds became con- 
s i d e r a b l y  more a t t r a c t i v e  compared with  ehort- term  f inancial   p lacements .  
Moreove r ,   t he   dec i s ion   f ac i l i t a t ed   p rog rese   i n   t he   au tho r i t i e s '   endeavor  
t o  lower  the  banke'  base  ler?&ing ra te ,  which f e l l   t o   1 4   p e r   c e n t   i n  
October  and  has  remained a t  t h i s   l e v e l   s u b e e q u e n t l y .  

Given  renewed p r e a s u r e e   o n   t h e   f r a n c   i n   t h e  EMS s i n c e  mid-Harch 
1982, t h e  Banque de  France was aga in   compe l l ed   t o   t i gh ten  money market 
rates. I n   s e v e r a l   s t e p s ,   t h e  money marke t   in te rvent ion  rate on seven-day 
advances t o  banks  had  been  raised t o  20 p e r   c e n t  by t h e  l a t te r  par t   o f  
March. 

2. Monetary p o l i c y   f o r  1982 

a. The monetary   t a rge t  

The author i t ies   remain   commit ted   to   cont ro l l ing   monetary   expans ion  
i n   a n   e f f o r t   t o   s u p p o r t   t h e   f i g h t   a g a i n e t   i n f l a t i o n .   A g a i n s t   t h e  back- 
ground of t h e   o f f i c i a l   p r o j e c t i o n  of a 1 7  per   cen t   g rowth   in   nominal  
GDP, the  monetary target is f o r  a 12.5 p e r   c e n t  t o  13.5 p e r  cent  growth 
i n  M2 dur inh  1982. The c o n s t r a i n t   i m p l i c i t  i n  the monetary  goal  appears 
lees pronounced in t h e   l i g h t  of an   expec ted   lees   rap id  rise i n  p r i cee  
owing t o  the meaeures i n i t i a t e d  by t h e   a u t h o r i t i e e   a f t e r   t h e  October 1981 
r ea l ignmen t   i n   t he  EMS. The t a r g e t   f o r   1 9 8 2  ha6 b e e n ,   f o r  the f i r e t  time, 
e x p r e s s e d   i n   t e r n e  of a range of permieeible  monetary  growth,  mainly 
r e f l e c t i n g   p r e v a i l i n g   u n c e r t a i n t i e s   w i t h   r e s p e c t   t o   t h e   e x t e n t  of  eco- 
nomic  recovery. As to  t h e  main f inanc ia l   f l ows   unde r ly ing  the t a r g e t ,  
t h e   a u t h o r i t i e s   e x p e c t   t h a t  the c u r r e n t   a c c o u n t   d e f i c i t  would be financed 
e s s e n t i a l l y  by foreign  borrowing,  with an   impor tan t   cont r ibu t ion   foreseen  
t o   r e s u l t  from t he   o rgan ized   fo re ign   l oan   i s sues  of p u b l i c   e n t e r p r i e e s .  
The scope  provided by t h e   t a r g e t  for the  monetary  f inancing  of  the  bor- 
rowing  requirement of the Treasury   and   tha t   aseoc ia ted   wi th  a recovery 
i n   t h e   p r i v a t e   s e c t o r  are s e e n   i n   c o n j u n c t i o n  wi th  an   expec ted   fur ther  
growth i n  nonmonetary   resourcee ,   eesent ia l ly   th rough  the  bond market. 
The rise i n  the monetary   f inanc ing   of   the   budget   def ic i t  i e  expected t o  
pick  up, while t h a t   i n  bank  lending to  t h e  economy i s  foreseen   to   s low 
down somewhat as a g a i n s t  1981. 
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As in previous years, the authorities rely on the system of credit 
growth  ceilings as a  major inotrument 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). In 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 tok-ard a  growing weight of bonds at variable interest rates  are 
expected to secure a further  expansion of the bond market. The 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 
i n  the  stock market or about 30 per cent including  the shares of affili- 
ates. In ah 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  Lo1 Monory. 

C. 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 
Financiere de Paris et des Pays-Bas and Compagnie  Financisre  de Suez) the 
law took effect immediately. The  remaining 22 banks will be Incorporated 
in the public eector 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   na t iona l i zed   banks   accoun t   fo r   abou t  10 p e r   c e n t  of t h e  
d e p o s i t s  of all f i n a n c i a l   i n s t i t u t i o n s .   W i t h   t h e i r   i n c l u s i o n ,  t h e  s h a r e  
of t h e   p u b l i c   s e c t o r   i n c r e a s e s  t o  a b o u t  76 per c e n t .  1/ Another 21 per 
cent of d e p o s i t s  are kep t   w i th   t he   mu tua l   and   coope raT ive   banks   and   t he  
remain ing  3 p e r   c e n t   e s s e n t i a l l y   w i t h   p r i v a t e l y  owned small banks  and 
a f f i l i a t e s  of f o r e i g n  banks. T h e   e n l a r g e d   s e c t o r   o f   p u b l i c l y   c o n t r o l l e d  
f i n a n c i a l   i n s t i t u t i o n s   a c c o u n t s  for abou t  75 per c e n t   o f   c r e d i t s   t o   t h e  
economy, w h i l e   t h e   r e s p e c t i v e   s h a r e s  of t h e   m u t u a l  and coopera t ive   banks  
and of p r iva t e   banks  are about  18 per cent and  7 p e r   c e n t ,   r e s p e c t i v e l y .  

1/ The former g r o u p   o f   p u b l i c  sector f i n a n c i a l   i n s t i t u t i o n s  i n c l u d e d  
t h z   t h r e e   n a t i o n a l i z e d   c o m m e r c i a l  banks, t h e  CEPKE, t h e  Banque F r a n c a i s e  
d u  Commerce E x t Q r i e u r ,   t h e  Banque de France ,   t he  T r e a s u r y ,  the   banking  
network of t h e  PTT, and p u b l i c  and s e m i p u b l i c   n o n b a n k   f i n a n c i a l   I n s t i -  
t u t i o n s ,   s u c h  as t h e  s a v i n g s   b a n k s ,   C r e d i t  Foncier de  F r a n c e ,  and 
C r e d i t   N a t i o n a l .  
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Tabla 26. France: Monetary S u ~ r y ,  1978-81 

(National d e f i n i t i o n r :  DercrnteRr Chanm8 on 4 yeat u t l i r t :  end o f  mtiod)  

1,411.4 

691 6 
719.8 

2,02709 

88.2 
1.449.4 
129.8 

1,319.6 
-126.2 

193.3 

1,314.4 

1,347 .4 
1,485 .O 

1,264.3 

12.2 

11.1 
1 3 4  5 
13.5 

20.3 
10.0 

2.8 
11.0 
13.2 

12.2 

13.2 

12.2 
8.8 

13.9 

14.4 

12.2 
16.8 
14.5 

13.1 
15.2 
9.9 

15.9 
27.2 

6.6 

13.4 

13.9 
14.0 

13 .O 

947 

6.8 
12.6 
10.4 

40.0 
11.1 
-s.3 
13.0 
55.8 

u.4 

11.6 

8.3 
12.3 

10.7 

10.8 

8.6 
13.0 
11.4 

51.6 

-7.6 
16.1 

13.2 

83.5 

13.5 

11.4 

9.5 
14.3 

9.9 

13.1 

11.6 
14.6 
13 00 

-13 6 
1 7 . 1  
11.4 
17.5 
51.8 

20.4 

12.8 

11*9 
15.4 

11.6 

13.2 

15.9 
10.7 
12a6 

-23 .O 
17.1 
13 -0 
17.6 
35.9 

18.6 

14 .O 

11.9 
14.7 

12.7 

12.0 

14.7 Ai 
9.6 Ai 
11*9 A/ 

- 7 . 1  
18.b 
21.6 
17.4 
71.4 

5.8 41 

12.4 

l l * 3  
15.8 

ll.8 A/ 

Sourcer: Banque de France, h l l e t : n  TriP.8ttir&: Consail National du C r d d i t ,   S t a t i r t i a m r  ManauaUu; 
@, Ia te r r ra t ioru l   F inancia l   S ta t i8 t icm;   and  data providad by t h a   F r e n c h   a u t h o r i t i u .  

- 1/ Preliminary  data.  - 2/ e g r t g r t e  i n  t e r n  of which  the annual t a r g o t  for t h e   g r m t h  of the  mamy rupplf dut ina  the p u r  
expressed. This t a r g e t   r a t e  v u  set a t  12.5 per  cent for 1977, 12 per cmt for 1978, 11 per cmt  

)r 1979  and  1980, And 10 pe r   cen t   fo r  1981. 
3/ Covering the  following  .8tablirhMntS: Banque do Prracr ( inc luding   tho  &change Stabiliutlm 

z d )  , r r g i s t c t c d  b m b ,  f inaac ia l   es tab l i shmant r ,   mutua l  credi t  cQPanie#, popular bank# , tha Natioml 
~ , r i c u l t u r a l  Bank, t h e  French Baiik for  Foreign  Trade, and tha  checking a y r t a  of t h e   T r u r u r y  and t ha  
 tal Administration ( P I T ) .  The data also i nc lude   depos i t s  by nonbank nouZr8id8nt8 which Ira ucludrd 
3 In t e rna t iona l  Financial Statistics. 
- 4 /  Novanrber d8to.  - 5 /  Quri money include8 tima depori ts ,   pambook  savlngr ,  savFna8 q u a l i f y i n g   f o r   h o w i n g  10.0, ( ca rp ta r  
;Luarma-lommmt, plane d'6Dargne-logement), and c t r t i f i c a t r r  a t  t he  utablirtmantr 1 i r td  in footnote  3. 
rami wney also includes time dopos i t s  of nonbank  nonreridants,   but ucludrr foreign currmcf  damand 
e p o r i t s  of r e r i d c n t s ,  which art recorded  under "1. 

6/  kf3 differs from M2 mainly i n  i n r t i t u t i o n a l  C O V L I ~ ~ ~ ,  by i ac luding  a h 0  saviaar brnlu ( including 
,I; saving8 symtam of the PTT, Caisrr Nationale  d'Emrwe) and  the National Energy Fund. I n  addi t ion .  
3 include8 Treasury b i l l s  held by t he   nonf inanc ia l   s ec to r .  

7 1  Net amsets  held by t he  Ban-ur de  France only; excluding   chmger   in  ttTb va lut ioo  of  gold and Em# 
od' SDR a l l o c a t i m r .  - b /  Including claims on nonbmk nonres idents  and axcluding  lending  from n m n e t l r y  S O U r C U .  - 91 Including C- and BPFD. 
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Table 28. France:  Coverage of Credi t   Cei l ings ,   1979-81  

(End of p e r i o d )  

1980  1979  1980 11 1981 

B i l l i o n s  of t o t a l   Pe rcen tage   change   f rom a 
Per c e n t  November 

of c la ims   on   year  ear l ier  
f r a n c s  economy 

Claims on Government 21 
Claims, c o u n t e r p a r t   t o  M2 
Claims of nonbank   f i nanc ia l  

i n s t i t u t i o n s  

Claims on t h e  economy 21 
F u l l y   s u b j e c t   t o   c e i l i n g  
P a r t l y  subject t o  c e i l i n g  
Not s u b j e c t   t o  ce i l ing  

Claims on economy by banks 
Of which: 
Coun te rpa r t   t o  M2 
Lending  out of nonmonetary 

sources  AI 
F u l l y  s u b j e c t   t o   c e i l i n g  
P a r t l y   s u b j e c t   t o   c e i l i n g  I! 
Not s u b j e c t   t o   c e i l i n g  

O f  which: 
C r e d i t s   i n   f o r e d g n   c u r r e n c y  

Of which: 
To r e s i d e n t s  

Claims on economy by nonbank 
f i n a n c i a l   i n s t i t u t i o n s  51 
F u l l y   s u b j e c t   t o   c e i l i n g  
Not s u b j e c t   t o   c e i l i n g  

129 8 

54.1 

2,370.4 
1,005.1 

197 .O 
1,168.3 

1,548.0 

(1,319.6) 

(228.4) 
990.2 
195.6 
362.2 

(124.2) 

( 3 4 . 3 )  

8 2 2 . 4  
14.9 

807.5 

* * a  

... 
100 L 0 
42.4 

8 .3  
49.3 

65.3 

(55.7) 

(9.6) 
41.8 

6.2 
15.3 

(5 2) 

(1.4) 

34.7 
0.6 

34.1 

9.9  -5.3 

26.4 13.3 

15 .O 13.6 
8.9 10.0 

29.9 5 .3  
18.1 14.4 

15.3  14.5 

(11.8) (24.2) 
8 .9  14.3 

2 9 . 8  5 . 3  
29.3 19.9 

(2.4)  (103.0) 

14.3 11.6 
6.8 18.3  

14.3 11.6 

40.0 

39.7 - 3 1  

10.0 ... 
. I .  

b.. 

15.7 

(15.6) 

(16.1) ... .. . ... 
(46.2) 

(21.6) 

10.1 21 
I . .  ... 

Sources :   Conse l l   Nat iona l   du   CrEdi t ,   Rappor t   Annuel   and   S ta t i s t iques   Hensuel les ;  
Banque d e   F r a n c e ,   B u l l e t i n  Trimestriel; and   da ta   p rovided  by t h e   F r e n c h   a u t h o r l t i e s .  

- 11 After e l i m i n a t i o n  of t h e   e f f e c t  of t he   e s t ab l i shmen t  of CEPME and BPFD. 
- 21  Claims on p u b l i c   a u t h o r i t i e s   o t h e r   t h a n   t h e   S t a t e   a r e   r e c o r d e d   u n d e r  c red i t  t o  

- 3 1  September   data .  
t h e  economy. 

41 Net l i a b i l i t i e s   t o   o t h e r   f i n a n c i a l   i n s t i t u t i o n s ,   b o n d s   i s s u e d  by  banks,  and 

5 1  Due t o  a p a r t i a l   r e i n t e g r a t i o n   s i n c e   1 9 7 8 .  The c r e d i t s   s u b j e c t e d   t o   t h e  
caTltal ne t   o f   f i xed  assets. 

c e i l i n g s  amounted t o  F 5 . 2   b i l l i o n  i n  1978, F 9 . 8   b i l l i o n   i n  1979,  and F 1 6 . 1   b i l l i o n  
i n  1980, 
- 61 S p e c i a l i z e d  credit i n s t i t u t i o n s   a n d   T r e a s u r y .  
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Tabla g b  Prance: Credit  Outrtanding by Sector, 1979-82 

(Percontrue  chrole on a m e r  e a r l i a r :  end OF urr iod)  

1980  1979 1980 1981 
f a  b i l -  Percent- March lune sept  b 

l ion8 of age 
f rancs  s hare 

I .  

lank c r e d i t   t o  the economy &I 
Of which. 
Short-term 
Medim and long-term 

lank c red i t   t o   p r iva t e   #ac to r  21 
h t e r p r i r u  i f  

Working cap i t a l  
1v.staMnt 
m o r t 8  
Other A/ 

Boureholdr 
WO&ng Capital  
Aouring 51 
Other 

Other res idents  
Nonruidents 

Bank credi t   to   publ ic   sec tor  51 
Crdit to economy by nonbank 

f i n a n c i a l   i a s t i t u t i o n r  A/ 
Credi t   to   p r iva te   sec tor  
Credi t   to   publ ic   sector  51 

Total credi t   to   the  economy &/ 
Total   credi t   to   pr ivate   sect& 

Reridants 
Nonresidents 

Total  credit to   publ ic   sector  51 

Kemrandmn it-: 

Of vhlch: 
Bank c r e d i t  

Credit  to  Trerrury 

Export c r ed i t s  11 
Bank credi t s   to   p r iva te  

reaidcnts in f r m C 8  

1,372 1) 

(504. 
(841.4) 

1,342.2 
745.2 
320.9 
275.2 
m.7 
68.4 

400.8 
56.3 

326.4 
18.1 
8.9 

187.3 

30.4 

736.2 
545.1 
191.1 

2.108.8 
1,887.3 
1,695.0 

192.3 
221.5 

029.8 1 
178.6 

1,150.9 

65.1 

(23.9) 
(39.9) 

63.7 
3s .3 
15.2 
13 e 0  

3.8 
3.3 

19.1 
2.7 
l5.5 
0.9 
0.4 
8.9 

1.4 

34.9 
25.8 
9.1 

loo .o 
89.9 
80.4 

9.1 
10.5 

( e . .  1 ... 
. .. 

14.0 

(6.9) 
(18.4) 

14.1 
7.1 
4.8 
8 .7  
8.4 

10.1 
25.7 
31.0 
24.1 
38.5 
2.6 

21.8 

10.6 

13.8 
13.6 
14.3 

13.9 

13.2 
21.7 
13.8 

13.9 

(9.9) 
14.3 

13.2 

17.3 

(15.0) 
(18. 7) 

17.4 

16.1 

14.1 
8.2 

14.8 
5.4 

15.9 
25.7 

28.2 

11.8 

8.5 
8.4 
8.6 

14.1 

13.4 
27.7 

9 .1  

16.6 

20.4 

- 

14.7 

(-5.3 1 
22.2 

14.2 

17.0 

‘15.0) 
t18. 3) 

17.1 
17 .O 
14.1 
21.9 
12.0 
18.0 
12.4 
5.1 

13.7 
13.8 
-9.2 
29.9 

11.8 

8.3 
7.2 

11.7 

13.8 
14.1 
12.4 
29.4 
11.7 

(-7.6) 
14.9 

13.8 
t 

18.2 

(14.7) 
(19.7) 

18.3 
15 .9 
9.5 

22.9 
12.7 
23 e4 
12 - 3  
11.9 
11.9 
21.1 
13 .O 
42 .5 

12.3 

8.6 
7 -6 

11.4 

14.7 
15 .o 
12.2 
41.7 
11.5 

(14.4) 
16.3 

u.7 

17.7 

(14.1) 
(19.3) 

17.9 
16.3 
10.3 
21.1 
17.8 
23.9 
11.5 
12.9 
11.6 
6.6 

34.4 
37.4 

11.5 

9.4 
8.4 

12.2 

14.6 
14.9 
12.5 
36.8 
12.2 

U3.0 1 
20.7 

13.9 

Sources:  Conreil  National du CrBdi t ,   S ta t i r t l auer  Trimestridle8 and Sta t i s t iquer   I l . euue l lu ;  a d  
data provided by the French au thor i t ice .  

- 11 Excluding cred i t   to  t h e  Trraeury. 
21 Credit   to  the  private  sector  axcludee learing Crd i t ,  term# of paymnt ,   md mIircrlL.rraow i t m a  

(recorded aa autres  concours),   but  include8  credit   to nonbank nonraridants,  and landlnu f r a  noawnatary 
sourcer. - 31 Companies and ind iv idua l   en te rpr i ser .  - 4 /  Excluding  hourlng  credit   to  indivldual  enterpri~ser.  - 51 Including c r d i t   t o   i n d i v i d u a l   e n c c r p r i s e r .  - 61 Excluding TreUUrp. U w r t  en t i r e ly  medium- and long-term c red i t .  - 71 Residant8 and nonraridenta. 
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Table 35. France: Key In t e re8 t  b t e r ,  1977-81 

(Ia per cent Per annum) 

- 1978  1979  1980 19180 1981 
Dec. Dec. Dec. Sept. Dec. b r .  June Sept. D m .  
1977 - - - - 

rak  of Prance rates 
of f ic ia l   d iocount   ra te  1/ 
Reduced discount   ra te  27 
kfonap mnrket intentontion 

r a t e  21 

mey market rate8 
Call wney rate 
Three-month rate 

r p i t a l  mnrkat rate 

ding ra te8 
Prime landing  ra te  
C w r c i a l  b i l l s  51 
Overdrafts and Advance8 k/l/ 

cpor i t   ra tes  E/ 
T m  dapo8ita 21 
PM8book savings E/ 

srodollar ratem 111 

9,s 
4.5 

9 .O 

9.30 
9.86 

11.70 

9.3 
12.80 
13.50 

5.5  
6 . 5  

7.19 

9.5 
4.5 

6.625 

6.47 
6.67 

10.27 

8.8 
12.30 
13.00 

5.5 
6.5 

11.69 

9.5 
4.5 

12.125 

12.17 
12 59 

12.92 

11. so 
15. 10 
15.68 

5.5 
6.5 

14.50 

9.5 
1.5 

11.5 

11.37 
11 83 

14.05 

12.25 
15.90 
16.43 

6.5 
7.5 

13.94 

9.5 
4.S 

10.75 

10.88 
11.56 

14.68 

12.2s 
15.  90 
16.43 

6.5 
7.s 

17.75 

9.5 
4.5 

12.5 

11.72 
12.57 

15.29 

12.75 
16.40 
16.93 

6.5 
7.5 

15.41 

9.5 
4.5 

22.0 

19.93 
18 92 

17.98 

17 .OO 
20.09 
21.49 

6.5 
7.5 

17.91 

9.5 9.5 
4.5 4.5 

19.5  17.5 

17.78  15.16 
17.59  15.26 

17.88  17.33 

14.50 14.00 
18.40 17.90 
18.98 18.48 

7 .s 8.5 
7.5 8.5 

17.79 13.33 

Sources: Banque de France, Bulletin Trime8tritl; Conreil National du C r i d i t ,   S t a t i a t i a u u   H m r u e l l e a ;  
HF, In te rna t iona l   F inancia l   S ta t i r t i cs ;  Korgan Guaranty Trurt Co., In te rna t iona l   F inancia l  Urket8; 
nd data provided by the  French  authori t lea .  

\ 
1/ Rate i s  also applied  for  rediscount of bill8 representing  short-term  credit8 (up t o  18 ron th r ) ,  

2 madimte rn   expor t   c r ed i t s   t o  EC coun t t i e r .  
- 2/ Applied for  rediscount of bills raprerent ing PwdirrP-tetm uport  c r e d i t 8  to non-BC countrier.  

- 41 Average daily interbank rate.. 

3/ Maximum rate of the month, up to   Septrobet  1980 f o r  putCha8.8 on cal l  for   tander  of C m r C l a l  
aper and f rm D e c a e r  1980 for seven-day advances  againrt collateral of T r e u u r y  b i l l r .  

5 /  Yield on private   sector  bond8 on t h e  recondary  market beforo taxation. 
6/ Rediscountable  paper; uc lud ing  a banking  comim8ion of 1-2 pucmtage  pointr ;   aver8ga  of  maxlmm 

s;l rates, wi th  A spread  of 5-6 percartage  pointr .  
- 7 1  Excluding A monthly c ~ i r s i o n  imputad on t h e   h i g h a r t   d 8 i l p   b d m c e .  - 8/ Sight  deporits   bear no i n t e r e r t .  
9/ Up to  September 3,  1981, one year on amounts of P 100,OOO and l e ~ 8 ;  from S a p t e b e r  3 ,  1981, one 

peer on amounts of F 200,000 and l t s a .  
101 In t e re s t  on depori t r  of up t o  F 49,000 held a t  raving8 banks are -.apt f r m  income tax ( t i n c t s  A) 
, no the r   s av ings ,   t he   i n t e re s t   a f t e r   t axa t ion  is 3.9 per ceut. 
- 11/ Monthly average  three-month r a t e  (London). 
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Aarinr t  Deporita 21 
Sight   deposi t  I Other   dcpor i t s  3 /  

Effec t ive  D8tc Non- Non- 
of Changes Res idcnt  I residents Resident r r e s iden t  s Cted i t e  i/ 

19 74  
January 21 16.0 
June 21  17 .O 
Augurt 21  17.0 

19 75 
January 21 15 .O " 

June 21 11.0 I 

September 21 2.0 0. 

19 76 
Octobar  21 2.0 0. 0- 0.5 

19 78 
Octobar 21 4.0 

19 80 
January 11 4.0 
November 21 4.5 

0 - 0.5 

" 

5 . 0  
- 

0.5 
" 

5 .O 
0.5 
1.75 

19 81 
May 16 5 . 5  5 . 0  1.0 5 .O 1.75 

June 30 4.25 " 0.5 - 0.1  
nBp 21 5.5 " 1.0 " 1.75 

Source: Benque de  France,   Bul le t in  Trimastrial. 

1/ Grdlnary rcsemr requlremntr on opera t ions  in domertlc currency t o  b 8  held 
oa-nonintercst-bearing  accounts at B8nque d e  France. I n  a d d i t i o n   t o   t h e r e  
deposlt   tequiremmtr,   bonkr are subjec t   to   inveotment   requi rements ,   cdcul8 ted  as 
a percentage of molt d c p o r i t s  (eight depos i ta ;  ti- d e p o r i t r  of lema thm rhrae 
pears;  parsbook  savings,  excluding  savings qualifying for howing loanr (comptcs 
d'gpargne-logeawnt).  Before January 11, 1980, b a n k  had t o   I n v e s t  an apount a q u l  
t o  7 p e r  cent of theee   depos i t s   In  paper r e p r e s e n t i n g   - d i m - t c m   c r e d i t ,  if the 
calculated  requirement  exceaded F 50 mil l ion .   S ince   then ,  8B LLDDOmt equal t o  only  
5 p e r  cent  of t hese   depos i t s  has t o   be   i nves t ed ,  and thc raquir-nt  doea  not 
apply i f  the   calculated  requirement  i r  l e a s   t h a n  F 200 rnlllion. 

11% only half  the ra te  a p p l i e s ,  

quzlifylng for   hous ing   loane) ,  and depos i t s  by banks  located  abroad. 

&dit   and  leasing  credi t .   Since December 1972, supplementary  remerver have been 
urcd t o  enforce  the  observat ion  of  the credit ce i l ings   (encrdremsat  du c r i d l t ) .  
This rate increases  v i t h  t h e  site of the i n s t i t u t i o n  and the amount by which the  
c e i l i a g  I s  exceeded.  Since  October 21,  1976, c r e d i t s  i n  fore ign  exchange* medim- 
tern and long-term export c r e d i t s ,   c e r t a i n  types of houring, and soum investment 
c r e d i t s   a r e  exempt from the   o rd inary  reserve requirement, as i e  credi t   f inanced  
from  nonmonetary sources.  

2 /  Deposits  held by b a n k ;  i f  t h e  reseme requirement doem not a c a a d  P 15 mil- 

3 /  Time depos i t s  of less than   t h ree  years, pasobook saving8 (excluding savings 

4/ Ordinary   reaer res   to  be held  by banks and f i n a n c i a l  eItablisb8nte on 

- 5 1  Rate I n   e f f e c t   s i n c e  November 21, 1972. 
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V. Exchange Rate and  Balance  of  Payments 

1. Exchange rate and i n t e r n a t i o n a l   c o m p e t i t i v e n e s s  

From end-1976 t o  end-1979 t h e   f r a n c   a p p r e c i a t e d  by 24 per   cen t  
a g a i n s t   t h e  U.S. d o l l a r  and deprec i a t ed  by 12 ner c e n t   a g a i n s t   t h e  
German mark (Table 38) .  Over t h i s   p e r i o d   F r a n c e ' s   e f f e c t i v e   e x c h a n g e  
rate (MEW) apprec ia t ed  by 6.0 per cent.  From end-1979 to  end-1980 
t h i s   t r e n d   r e v e r s e d  and t h e   f r a n c   d e p r e c i a t e d   r e l a t i v e l y   t o   t h e   d o l l a r  
by 11 per c e n t  and a p p r e c i a t e d   r e l a t i v e l y  t o  t h e  German mark by 0.7 per  
c e n t   w h i l e   d e p r e c i a t i n g   i n   e f f e c t i v e  terms by 3.7 p e r   c e n t .  

Wi th in   the  EMS, f o l l o w i n g   t h e   f l r s t   r e a l i g n m e n t  of September  1979 
and u n t i l  March 1981  the   f ranc  was i n  a p o s i t i o n   o f   t 5 l a t l v e   s t r e n g t h ,  
g e n e r a l l y  moving a t  t h e   t o p  of the  narrow band (Chart  3 ) .  By and l a r g e  
t h i s   s t r e n g t h   r e f l e c t e d   F r a n c e ' s   f a v o r a b l e   b a l a n c e  of payments   posi t ion,  
p a r t i c u l a r l y  compared w i t h   t h e  German s i t u a t i o n ,   a n d   t h e   r e l a t i v e l y   h i g h  
l e v e l   o f   d o m e s t i c   i n t e r e s t  ra tes  (Chart  4). The good  performance  of  the 
f r a n c   a l s o   l e d   t h e   a u t h o r i t i e s   t o   l i b e r a l i z e   e x c h a n g e   c o n t r o l   i n   J u n e  
1980. 

The f r a n c  began t o  weaken  somewhat rn t h e  l a t t e r  p a r t  of February 
1981, when German i n t e r e s t   r a t e s  were r a i s e d   i n   t h e  wake of U.S. i n t e r -  
est rates. Strong downward pressures   caused  by l a r g e   s p e c u l a t i v e   o u t -  
flow6 of c a p i t a l   a p p e a r e d   a f t e r   t h e  May 1 9 8 1   p r e s i d e n t i a l   e l e c t i o n ,   a n d  
t h e   f r a n c   f e l l   t o   t h e   b o t t o m  of the   narrow  band  in   the EMS, w i t h   t h e  
d i v e r g e n c e   i n d i c a t o r   a t  times f a l l i n g  below i t s  lower  threshold.  The 
new Government r eac t ed   v igo rous ly ;   t oge the r   w i th   heavy   i n t e rven t ion  on 
exchange  markets,  domestic interest  rates were s t e e p l y   i n c r e a s e d ,   r e s e r v e  
requirements were removed on  nonresidents '   deposi ts ,   and  exchange con- 
t r o l s  were t igh tened .   Fo l lowing   t hese   meaeures   t he   f r anc   s t ab i l i zed  
and  remained i n   t h e   m i d d l e  of t h e  EMS band,   a l lowing  the Banqde de  France 
to   r educe  somewhat i t s  i n t e r e s t  raterlo 

Pres su res  however  renewed i n   t h e  two weeks  preceding  the  August  15 
hol iday   as   the   marke ts   genera l ly   expec ted  a r ea l ignmen t   du r ing   t h i s   ho l i -  
day. The pressures   abated  In   the  second  half   of   August   but ,   induced by 
t h e  upward moveme?t of t h e  deutsche  mark r e l a t i v e   t o   t h e  U.S. d o l l a r ,  
reappeared i n   t h e   t h i r d  week of September.  Exchange  controls were f t r -  
t h e r   t i g h t e n e d  and i n t e r e s t  rates were t e m p o r a r i l y   r a i s e d   t o  18.8 p e r  
c e n t   f o r   t h e  c a l l  money rate and as a r e s u l t   i n  l a t e  September t h e   f r a n c  
s t a b i l i z e d   a g a i n .  

I n   e a r l y   O c t - b e r  i t  was decided t o  t ake   advan tage   o f   t he   r e l a t ive  
w e a k n e s s   o f   t h e   d o l l a r   t o   r e a d j u s t   c e n t r a l  rates w i t h i n   t h e  EMS. The 
b i l a t e r a l   c e n t r a l  rates between the   Danish   k rone ,   the   Belg ian  and Luxem- 
bourg  f ranc,   and  the Irish pound remained  unchanged, b u t  w i t h   r e s p e c t   t o  
these   cur renc ies ,   on   October  4 t h e   F r e n c h   f r a n c   a n d   t h e   I t a l i a n  l i r a  
were devalued by 3.0 p e r   c e n t   w h i l e   t h e   d e u t s c h e  mark  and the   Nether lands  
g u i l d e r  were reva lued  by 5.5 pe r   cen t .  
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From end-1980 t o  September  1981  the  franc  had  devalued by 19 per 
c e n t   r e l a t i v e l y  t o  t he  U.S. d o l l a r ,  by 3 .3  p e r   c e n t   r e l a t i v e l y   t o   t h e  
deutsche  mark,  and by 7.4 per c e n t   i n   e f f e c t i v e   t e r n e  (MERM). The 
October 4, 1981  rea l ignment   resu l ted   in  a dep rec i a t ion  of t he   f r anc  of 
3.7 p e r   c e n t   i n   e f f e c t i v e  terms (MERM), of 8.1 per   cent   vis-8-vis   the 
deutsche mark and  the  Netherlands  guilder,  and  of 4.7 per   cen t  rela- 
t i v e l y   t o   o t h e r  EMS par t ic ipants   except   I ta ly .   S ince   the   rea l ignment ,  
and u n t i l  e a r l y  March 1982,   the  f ranc has general ly   Seen firm, moving 
back  toward  the  middle of t h e   f l u c t u a t i o n  band. This reduced t h e  
e f f ec t ive   dep rec i a t ion   Le la t ive ly  t o  the  German mark t o  only 4 . 5  t o  
5 . 5  per cent   anc  a l lowed  the Banque de   France   to   recover  some of the  
r e se rves   l o s t   du r ing   t he  summer whi l e   a l so   a l lowing  i t  t o  ease i n t e r -  
est rates. 

The s t e e p   a p p r e c i a t i o n  of t h e   d o l l a r   s i n c e   t h e  l a t t e r  part of 1980 
g r e a t l y  improved  Francels   overal l   in ternat ional   compet i t iveness .  The 
r a t i o  of France's  index of u n i t   l a b o r   c o s t s  in manufac tur ing   to   tha t  of 
i t s  compet i tors   ad jus ted   for   exchange   ra te  movements, decl ined from t h e  
second q u a r t e r  of 1980 t o  the second  quarter  of 1981 by 8.4  per cent  
(Table 39), or approx ima te ly   t o   t he   l eve l  a t  which t h i s   i n d i c a t o r   s t o o d  
i n  1977-78. S imi l a r ly ,   t he   i nd ica to r   fo r   r e l a t ive   va lue -added  prices 
decl ined by 7.1 per   cen t ,   and   t he   i nd ica to r   fo r  relative expor t   un i t  
value by 7.4 pe r   cen t .   S ince   t he   t h i rd   qua r t e r  of 1981,  however,  the 
improvement in   compet i t iveness   has   ceased  and  prel iminary  es t imates  
i n d i c a t e  a s l i g h t   d e t e r i o r a t i o n  in t he   fou r th   qua r t e r .  Also, whereas 
France 's   overal l   compet i t iveness   markedly improved i n  1981, i t s  compet- 
i t i v e n e s s   r e l a t i v e   t o  Germany continued t o  d e t e r i o r a t e .  From the  f i r s t  
qua r t e r  of 1980  to  t h e  t h i r d   q u a r t e r  of 1981,   the   ra t io   o f   France ' s  
index of u n i t   l a b o r   c o s t s   r e l a t i v e  t o  t h a t   o f  Germany r o s e  by 7.3 per  
cent  and t* r a t i o  of the   ind ices   o f   expor t   un i t   va lues  rose by 9.7 per 
cent.  The 8.1  per   cent   devaluat ion of t he   f r anc   aga ins t   t he   deu t sche  
mark I n   O c t o b e r   1 9 8 1   p a r t i a l l y   o f f s e t   t h i s   d e t e r i o r a t i o n ,   b u t   t h e  
deva lua t ion   r e s to red   compe t i t i veness   r e l a t ive  t o  Germany o n l y   t o  its 
l a t e  1980 l eve l .  

2. Current  account  develonments 

a. In t roduct ion  

From 1976 t o  1 9 7 8   s t a b i l i z a t i o n  of t h e   e n e r g y   d e f i c i t  and l a r g e  
i n c r e a s e s   i n   t h e   s u r p l u s  on o ther   cur ren t   t ransac t ions   (Table  40) a t t e s t e d  
t o  the   successfu l   ex te rna l   ad jus tment  of the  French economy t o  t he  terms 
of  trade  shock  of  the 1973-7& period. The adjustment  culminated i n  1978 
with the re-emergence, f o r  the f i r s t  time since  1972, of a current  account 
su rp lus  (some F 14.8 b i l l i o n  or 0.7 per cent  of GDP). Improvement i n  
French  cost   competit iveness,   expanding  market  shares f o r  exports--parti-  
c u l a r l y  for expor t s  of services-improving  terms of trade and  development 
of  domestic  energy  sources were t h e  main forces   under ly ing   th i s   ad jus tment .  
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From 1979 to   1980  the   second  round O L  o i l  p r i c e   i n c r e a s e s ,   e r o d i n g  
compet i t iveness ,   and   increased   Impor t   pene t ra t ion   caused  a r eve r sa l   o f  
t h e  ear l ie r  t r end   and   t he   cu r ren t  accomt s u r p l u s   s h r a n k   t o  F 5.3 b i l l i o n  
i n  1979  (0.2 per cen t  of GDP) and   then   s l id   back   to  a F 33.1 b i l l i o n  
d e f i c i t   i n  1980  (1.2  per  cent of GDP). 

Avai lab le  data s u g g e s t   t h a t   i n   1 9 8 1  A e  d e t e r i o r a t i o n  of t h e   c u r r e n t  
account   cont inued  but  a t  a slower pace   t han   i n  1979-80.  Mainly because 
of a 27 per c e n t   i n c r e a s e   i n   t h e   e n e r g y   b i l l   a n d  a r educ t ion  of t h e  sur- 
p l u s  on i n v i s i b l e s ,   t h e   d e f i c i t   i n   1 9 8 1  i s  est imated  to   have  reached 
F 42.8 b i l l i o n  or some 1 .4   per   cen t  of GDP. 

b. Developments i n  t h e   t r a d e   b a l a n c e  

From 1976 t o  1978  the   ba lance   on   merchandise   t rade  1/ improved  from 
a d e f i c i t   o f  F 2L.1 b i l l i o n  t o  a s u r p l u s   o f  F 5.1  billio;. T h e r e a f t e r  
i t  steadily d e c l i n e d   t o  a F 5.0 b i l l i o n   d e f i c i t   i n  1979  aad a F 50.7 b i l -  
l i o n   d e f i c i t   i n   1 9 8 0  (1.8 p e r   c e n t  of GDP). In   1981  i t  I s  es t ima ted  t o  
have s t ab i l i zed   a round  F 50.0 b i l l i o n .  

By commodity composi t ion   the  1976-78  Improvement of t he   t r ade   accoun t  
p r i m a r i l y  came f r o m   s t a b i l i z a t i o n  of t h e   e n e r g y   d e f i c i t   a r o u n d  F 63 b i l -  
l i on   ( and  a d e c l i n e   i n  terms of G3F from 3.7 per c e n t   t o  2.9 p e r   c e n t ) ,  
from a r e d u c t i o n   o r   s t a b i l i z a t i o n  of t h e   d e f i c i t  on intermediate   goods 
and  consumer du rab le s ,   and   f rom  sus t a ined   g rowth   i n   t he   su rp lus   on   t r ade  
of machinery  and  equipment  goods  and of motor   vehicles   and  other   ground 
t r a n s p o r t a t i o n .   S i m i l a r l y ,   t h e   d e t e r i o r a t i o n   o v e r   t h e  1979-80 per iod  was 
t h e   r e s u l t  of a c o n s i d e r a b l e   i n c r e a e e   i n  the ene rgy   de f i c i t "   85 .1   b i l -  
l i o n   i n  1979 (3.5 p e r   c e n t  of GDP) and F 132.9 b i l l i o n   i n  1980 ( 4 . 3  p e r  
cen t  of GDP)--a widening of t h e   d e f i c i t   o n   i n t e r m e d i a t e   g o o d s   a n d  con- 
sumer du rab le s ,   and   i n   1980  a narrowing  of  the  surplus  on  equipment 
goods   i nc lud ing   t r anspor t a t ion .  The s t a b i l i z a t i o n   o f   t h e   t r a d e   d e f i c i t  
i n  1981, d e s p i t e  a worsening of t h e   e n e r g y   d e f i c i t  t o  F 161 .9   b i l l i on  
(5.3 p e r   c e n t  of GDP), resu l ted   main ly   f rom a nea r   doub l ing  of the   sur -  
p lus  on a g t i c u l t u r a l   a n d   f o o d   p r o d u c t s   t o  F 21.5 b i l l i o n  and a sha rp  
improvement of the   surp lus   on   equipment   goods   to  F 16.2 b i l l i o n   ( a g a i n s t  
10.3 b i l l i o n   i n   1 9 8 0 ) .  

By r e g i o n a l   d i s t r i b u t i o n ,   f r o m   1 9 7 6  t o  1978  France  reduced i t s  d e f l -  
c i t  w i th  OPEC c o u n t r i e s  by 2 5  p e r   c e n t  ( t o  F 23.5 b i l l i o n )  and wi th  EC 
c o u n t r i e s  by 50 per c e n t  ( t o  F 8.6 b i l l i o n ) .  Over t h e  1979-80 pe r iod ,  
however ,   t he   de f i c i t   w i th  OPEC c o u n t r i e s  more than   doub led   ( t o  F 64.2 b i l -  
l i o n )   b u t   t h e  increase amounted t o  only   approximate ly  two t h i r d s  of t h e  
i n c r e a s e   i n   t h e   e n e r g y   d e f i c i t .  A f u r t h e r   p o i n t   t o   n o t e  is  t h e   l a r g e  
jump s i n c e   1 9 7 9 ,   b u t   p a r t i c u l a r l y   i n  1980, of t h e   t r a d e   d e f i c i t   w i t h  
Germany ( a  65 p e r   c e n t   i n c r e a s e  t o  F 16 .8   b i l l i on )   and  with the   Uni ted  
S t a t e s  ( a  t r i f o l d   i n c r e a s e  t o  F 2 4 . 5  b i l l i o n ) .  

~~ ~ 

1/ Inc luding  Negoce - I n t e r n a t i o n a l .  
~~ ~ 

- 
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(1) Merchandise  exports 

Table 41  gives  developments  in  merchandise  export   volumes  and 
p r i c e s   f o r   F r a n c e   i n   r e c e n t  years. Volume growth   over   the  1977-79 per iod  
was qui te   sus ta ined   a round 7.3 per c e n t   p e r   y e a r   ( b u t  well below t h e  
1971-73  average  of  13.1  per  cent). The yea r  1980, however, saw a s h a r p  
d e c e l e r a t i o n  and the  growth rate f e l l   t o  3.4 per cen t .  This weakening 
was a t t r i b u t a b l e   m a i n l y   t o   t h e   o v e r a l l   e l u g g i s h n e s s  of i n t e r n a t i o n a l  
demand and t h e  slowdown in  export   market  growth  which  followed  the  second 
round  of o i l   p r i c e  increases. In  1979-80,  France seems a l s o   t o  have 
lo s t   marke t   sha res  as measured by i ts  s h a r e   i n   t o t a l   v a l u e   o f   m e r c h a n d i s e  
e x p o r t s  of t h e   s e v e n   l a r g e s t   i n d u s t r i a l i z e d   c o u n t r i e s   p l u s  Belgium  and 
the  Nether lands (Table 42). This   sha re   dec l ined   f rom  12 .2   pe r   cen t   i n  
1978 t o  10 .5   pe r   cen t   i n  1980. Volume growth i n   F r a n c e   i n   1 9 8 0  was a l s o  
below t h e   a v e r a g e   f o r   t h e   s e v e n   l a r g e s t   i n d u s t r i a l i z e d   c o u n t r i e s .  One 
r e a s o n   f o r   t h i s   l o s s   i n   m a r k e t   s h a r e s  and e l o w r   g r o w t h   a p p e a r s  t o  be 
t h e   d e c l i n e   s i n c e  early 1978 i n   t h e   r e l a t i v e   c o m p e t i t i v e n e s s  of French 
e x p o r t s  of rmnufactured goods. Merchandise  exports  however  recovered 
somewhat in   1481 when they are e s t i m a t e d   t o   h a v e   i n c r e a r e d  by 5 per   cen t  
i n  volume. T h i s   s t r e n g t h  a t  a time of   s luggish  demand i n   F r a n c e ' s   p a r t n e r  
c o u n t r i e s  came pr inc ipa l ly   f rom  improved   French   compet i t iveness   in   do l la r -  
denominated t ram as a r e s u l t  o f   t h e   s t e e p   a p p r e c i a t i o n  of t h e   d o l l a r  
r e l a t i v e l y  t o  the f r a n c .  

When merchandise   exports  are ana lyzed  by product   (Table   41) .  i t  I s  
s e e n   t h a t ,   o v e r   t h e  1977-79 period,  above  average  volume  growth was 
r e g i s t e r e d   f o r   a g r i c u l t u r a l  and  food  products,   and  below  average  growth 
for machinery and equipment goods and for motor   vehicles   and  other   ground 
t r a n s p o r t a t i o n .  Also n o t i c e a b l e  is t h e   s t e a d y   d e c e l e r a t i o n   i n  volume 
exports   growth of machinery  and  equipment, a t rend  which  had  a l ready 
begun i n  1975  and  which i s  even  more  pronounced i f   m i l i t a r y  equipment i s  
excluded.  In  1980  the  slowing down of   merchandise   exports  came p r i m a r i l y  
from a s lower   g rowth   in   expor t s  of i n t e r m e d i a t e   p r o d u c t s   a n d ,   f o r   t h e  
f i r s t  time i n  more than  a decade, a d e c l i n e   i n   t h e  volume  of  exports  of 
m o t o r   v e h i c l e e .   T h i s   d e c l i n e   i n  part r e f l e c t e d  the d i f f i c u l t i e s  of t h e  
automobile   Industry  throughout   the  world  but ,   together   with  the  growing 
s h a r e  of imported cars on the  French  market ,  i t  was also  a s i g n  of erod- 
ing   compe t i t i veness  of French car manufactures. 

Based  on d a t a   f o r  the  f i r s t   t h r e e   q u a r t e r s ,   t h e   r e c o v e r y  i n  1981 
appea r s   t o   have   occu r red  i n  almost a l l  ca tegor ies   o f   merchandise   expor t s ,  
bu t  was pa r t i cu la r ly   no t i ceab le   fo r   equ ipmen t   goods   and  for i n t e r m e d i a t e  
p roduc t s ,   wh i l e   expor t s  of a g r i c u l t u r a l   p r o d u c t s   c o n t i n u e d  t o  remain 
s t rong .  

Expor t   p r ices   have   acce le ra ted   in   recent   years   f rom  an   annual  
i n c r e a s e  of 7.7 p e r  c e n t   i n   1 9 7 7   t o  11.3 per cent i n  1980  and i n   t h e  
f i r s t  nine  months  they  increased  on  average by  12.3 p e r   c e n t  compared 
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with  the corresponding  per iod  of   1980.  C\n the   whole ,   expor t   p r ices  by 
product   have   fo l lowed  the   t rend   for   domest ic   p roducer   p r ices   except   in  
1980 when the   i nc rease  in export  p r i c e s  for motor   vehicles   and  for   con-  
sumer goods f e l l  well below  the   increase  i n  domest lc   producer  ?rites 
( b y ,   r e s p e c t i v e l y ,  3.4 and 6.6 p e r c e n t a g e   p o i n t s ) ,   i n d i c a t i n g  a compres- 
s i o n  of expor t   marg ins   i n   t hese  sectors. 

( 2 )  Merchandise  imports 

Between  1977  and  1979  volume  growth  of  merchandise  imports  rose 
f rom 0.6 per c e n t  p e r  year t o  12.0 p e r  cent (Table  43) and la rge ly   exceeded  
t h e   g r o w t h   r a t e   i n   f i n a l   d o m e s t i c  demand which  increased  only  moderately 
from  1.5  per  cent t o  4.0 p e r  cen t .   Increased   impor t   pene t ra t ion   induced  
by the  widening  gap  between  domestic prices and  import prices, and l a r g e  
s t o c k p i l i n g  in 1979 of raw materials 2nd ene rgy   p roduc t s   i n   expec ta t ion  
of p r i c e  increases, were t h e   p r i n c i p a l   c o n t r i b u t i n g   f a c t o r s .  

In  1980,  mainly as  a r e s u l t  of a 2.6 per c e n t   d r o p   i n   t h e  volume  of 
energy  imports,   the  growth rate of volume  imports f e l l  t o  8.7 pe r   cen t .  
Excluding  energy,   the  volume of Impor ts   rose  by 9.7 per cent, well   above 
t h e  2 .1  per cen t  increase i n  f i n a l   d o m e s t i c  demand. Impor t   pene t ra t ion  
consequently  deepened  and  according t o  INSEE's estimates, me-chandlse 
imports  a t  c u r r e n t   p r i c e s   i n   t h e   f o u r t h   q u a r t e r  of 1980  captured 25.9 p e r  
cen t  of the   domest ic   marke t ,  up  from 22.5 p e r   c e n t   i n  the f i r s t   q u a r t e r  
of 1979  (Table 44) .  

Pre l imina ry   da t a   fo r   1981  show t h a t  t o t a l  meychandjse  imports 
dec l ined  by between 0.2 per   cen t   and  0.4 p e r  c e n t   i n  volume,  but  exclud- 
ing  energy--crude o i l  i m p o r t s '   t o n n a g e   f e l l  by 17.9  per  cent--imports 
remained a t  t h e  same l e v e l  as I n  1 9 8 0 .   D e s p i t e   t h i s   s t a b i l i z a t i o n   i n  
volume,  and  because of steep Increases i n   i m p o r t  prices, import  pene- 
t r a t i o n   i n   v a l u e  rose t o  27.3 p e r   c e n t  i n  t h e   t h i r d   q u a r t e r  of 1981 
(Table  44) .  

Table  43  gives  developments of imports by commodity group.  Energy 
products  on  average showed t h e  least  growth i n  volume. A f t e r   n e a r l y   n o  
growth i n  1978, a precau t iona ry   bu i ldup  of c rude  o i l  i n v e n t o r i e s   l e d  t o  
a brisk a c c e l e r a t i o n   i n   1 9 7 9 ,   b u t   t h i s  was o f f s e t  by a decl ine  which 
began in 1980 and i n t e n s i f i e d   i n  1981. All t o l d ,   t h e  volume of energy 
imports   s ince  1974  has   s l ight ly   decl ined  whereas   domest ic   consumption 
increased  by 7 p e r   c e n t ,   i l l u s t r a t i n g   F r a n c e ' s   s u c c e s s f u l  e f f o r t  t o  
deve lop   domest ic   nuc lear   energy   sources .  

Growth of impor ts  of nonenergy   products ,   in  general ,  a c c e l e r a t e d  
between  1978  and  the f i r s t   q u a r t e r  of 1980.  This was e s p e c i a l l y   t h e  case 
fo r   impor t s  of machinery  and  equipment  goods,  consumer  durables,  and t o  a 
lesser e x t e n t ,  for Imports of consumer  goods  and  motor  vehicles.  Since 
domestic demand for t h e s e   p r o d u c t s  grew  only  modetately--domestic lnvest-  
ment i n  machinery  and  equipment  goods, for i n s t a n c e ,   r o s e  a t  cons t an t  
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p r i c e s  by l e s e   t h a n  8 per cent on  average  in  1979  and  1980,  whereas  cor- 
responding  imports  roee by 19.1  per   cent  on average- - th i s   acce le ra t ion  
can almort c e r t a i n l y   b e   e x p l a i n e d  by the  growing  gap  between  domestlc 
and   impor t   p r i ces .   Th i s   gap   fo r   s e l ec t ed   p roduc te   l e  shown i n   t h e   f o l -  
lowing  table .  The t a b l e   a l s o  shows the   d ivergent   t rend   be tween  domest ic  
production  and  imports of these  producte .  

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

( I n  per c e n t )  

F i n a l  
Domestic Domestic Domeetic 
Producer Import  Production  Imports Demand I n  
Prices Prices In Volume I n  Volume Volume 

Machinery  and 
equipment 9.3 1.6 2.8 19.1 7. a 

Consumer durable6  8.1 -1.8 -0.7 19.8 4 . 6  
Motor v e h i c l e s  and o t h e r  

ground  t ranspor ta t ion  11.8 a. 0 -1.0 8.8 -0.9 
Consumer goods  12.1  11.3 1.8 10.3 0.3 

Sources: INSEE, In fo rma t ions   Rap ides ;   and   s t a f f   ca l cu la t ions .  

Among )he r e a s o n s   f o r  this d i s p a r i t y   b e t w e e n   t r e n d s  i n  domeetic  and 
impor t   p r ices  are the   nominal   apprec ia t ion   in   1979 of the f r a n c   r e l a t i v e  
t o   t h e  U.S. d o l l a r ,  and i n  1980 t h e  real a p p r e c i a t i o n  of t h e   f r a n c  rela- 
t i v e   t o   t h e   c u r r e n c i e s  of some of France ' s   o the r   t r ad ing   pa r tne r s - in  
p a r t i c u l a r ,  Germany-as the stable exchange rate d i d   n o t   f u l l y   r e f l e c t  
d i v e r g i n g   d o m e s t i c   i n f l a t i o n  rates. 

From t h e  las t  q u a r t e r  of 1980 t o  the middle of 1981, nonenergy 
imports   subetant ia l ly   s lowed down and   even   dec l ined   for   cer ta in  cate- 
g o r i e s .   E s p e c i a l l y   n o t i c e a b l e  were t h e   d e c l i n e   i n   i m p o r t s  of interme- 
d i a t e  goods  and  investment  goode.  This  weakness i n   i m p o r t s  was due i n  
p a r t   t o   t h e   s l u g g i s h n e s s  of   domest ic   ac t iv i ty- indus t r ia l   p roduct ion  
f e l l  by 5 per  cent  between the f i r s t   q u a r t e r  of 1980 and the f i r s t  
q u a r t e r  of 1981--but a l s o  t o  t h e   a c c e l e r a t i o n   i n   i m p o r t   p r i c e s   r e s u l t -  
i ng   f rom  the   sha rp   apprec i a t ion  of t h e   d o l l a r .   T h i s   a c c e l e r a t i o n  was 
p a r t i c u l a r l y   s t e e p  for impor t   p r i ces  of equipment goods as they  roae by 
n e a r l y  20 per c e n t  in 1981 a g a i n s t   v i r t u a l l y   n o   i n c r e a s e   i n  1980. 
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S i n c e   t h e   f a l l  of 1981,  led by the   recovery   in   domest ic  demand, 
imports  have  again shown some s t r e n g t h .  The growth   seem  to  be primar- 
i l y   c o n c e n t r a t e d   i n  consumer  goode  and  motor veh ic l e s   wh i l e   t he re  i s  
only a modest upturn for i n t e rmed ia t e  and  investment  goods. 

( 3 )  Terms of t r a d e  

Af t e r   r ema in ing   v i r tua l ly  unchanged i n  1979,  France's merchP.1- 
dise terms of t r a d e   d e c l i n e d   i n  1980 by 3.5 p e r  cen t .  Moat of t h e   d e c l i n e  
t o o k   p l a c e   d u r i n g   t h e   f i r s t   q u a r t e r  and was due a lmos t   en t i r e ly  to t h e  
oil price Increase .  

On a product   bas i s ,  a l a r g e  impravement  occurred i n  1979  and  1980 
i n  t h e  terms o f   t r ade  for equipment  goods  and f o r  consumer durables.  
This improvement i n   f a c t  i e  t he   coun te rpa r t  of t h e   d i v e r g e n t   t r e n d s  
between  domestic  producer prices and  Import  pricea  and  the  rp,sulting 
loss in   compet i t iveness   ment ioned  in   ?he  previous  sect iono.  

Since t h e  end  of  1980 dnd mainly a8 a resu-.t of t he   s t eep   apprec i -  
a t i o n  of t h e   d o l l a r ,  France's terms of t rade   have   de te r iora ted   aga in   (by  
an estimated 3.1 per   cen t  I n  t h e   f i r s t   q u a r t e r  and 2.3 p e r   c e n t   i n   t h e  
second quarter). This d e t e r i o r a t i o n  was p a r t i c l l a r l y   n o t i c e a b l e  for  
energy  products  and  for  machinery  and  equipment  goods as a s i g n i f i c a n t  
share of imports   of   these  products  are invo iced   i n  U.S .  d o l l a r s .  

=* - I n v i s i b l e   t r a n s a c t i o n s  

(1) Serv ices  

A remarkable   pa t te rn   in   the   French   cur ren t   account   s ince  

- 

t h e  
f i rs t  o i l  price shock has been  the  rapid  growth of the   surp lus   on  8er- 
vices. From 1976 t o  1978 t h e   s u r p l u s  on e e r v l c e s  more than  quadrupled, 
t o  F 24.5  b i l l i o n ,  and  over t h i s  per iod   t he  improvement In t h e   s e r v i c e  
balance was re spons ib l e  for n e a r l y   h a l f  of t h e   t o t a l  improvement i n  
the   cu r ren t   ac ioun t .   I n  l a te r  years t h i s   t r e n i   c o n t i n u e d ,   a l t h o u g h  a t  
a somewhat slower pace, and by 1980  the   eurp lu?  on services had  reached 
F 35.2 b i l l i o n ,  some 1.3 pe r   cen t  of GDP. Thie growing  surplue on ser- 
v i c e s  came mainly from  rapid  export   growth and  shows the increased  
i n t e r n a t i o n a l   s p e c i a l i z a t i o n  of the  French economy i n   t h e   s e r v i c e   s e c t o r .  
France's  market  share,  as measured by i t s  s h a r e   i n  to ta l  expor t s  of 
s e r v i c e s  of t h e   s e v e n   l a r g e s t   i n d u e t r i a l i z e d   c o u n t r i e s   p l u s  Belgium  and 
the  Netherlands,   rose  from  10 per c e n t   i n  1974 t o   a lmos t  12 p e r   c e n t   i n  
1980 and  France has now become, a f t e r   t h e   U n i t e d  Kingdom and t b e  United 
States, the t h i r d   l a r g e s t   e x p o r t e r   o f   s e r v i c e e .  

Table 4 5  shows t h e  breakdown  of the  French  service  account  by cate- 
gory. It can be s e e n   t h a t ,  w h i l e  the   ba lance  on most c a t e g o r i e s  of 
services improved--with t h e   n o t i c e a b l e   e x c e p t i o n  of shipment  costs--the 
l a r g e   g a i n s  came mainly from technical  assistrrnce  and  engineering  work, 
from t r a v e l ,  and  from  investment  income.  Technical  assistance and engi- 
neer ing  work l a r g e l y  relate t o   c o n s t r u c t i o n   p r o j e c t s  in t h e  Middle East 
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a n d   h a v e   s u b s t a n t i a l l y   c o n t r i b u t e d   t o   t h e   r e d u c t i o n  of F r a n c e ' s   d e f i c i t  
w i t h  some of t hose   coun t r i e s .   Wi th  respect t o   t r a v e l  and  tourism,  France 
i s  one of t h e   f e w   i n d u s t r i a l i z e d   c o u n t r i e s   t o   s h o w  a s t r u c t u r a l   s u r p l u s  
o n   t h i s  item. One r e a s o n   f o r   t h i s  i s  t h a t   t r a v e l   r e c e i p t s  have moved 
c l o s e l y   w i t h   d i s p o s a b l e  income i n   n e i g h b o r i n g   c o u n t r i e s   w h e r e a s   o u t l a y e  
have  been less s e n s i t i v e   t o   d e v e l o p m e n t s  in domest ic   income.   Final ly ,  
t he   g rowing   su rp lus  on i n t e r e s t   a n d   d i v i d e n d s  i n  p a r t   r e f l e c t s   t h e   g r o w t h  
i n   o u t s t a n d i n g   e x p o r t   c r e d i t ,   a n d   o f  off  i c t a l  f o r e i g n  reserves through 
e a r l y   1 9 8 1 ,   b u t  i t  also r e f l e c t s   t h e   e x p a n d i n g   i n t e r m e d i a t i o n   a c t i v i t i e s  
of French banks on  Eurccapf tal  marke t sc  

I n   1 9 8 1   t h e   s e r v i c e  account a p p e a r s  to  have  weakened  somewhat  and 
t h e   o v e r a l l   s u r p l u s  is e8Limated t o  h a v e   f a l l e n  t o  F 30.2 b i l l i o n   a g a i n s t  
F 35.2 b i l l i o n   i n  1980. The main items r e s p o n s i b l e   f o r   t h i s   d e c l i n e  were 
a d r o p   i n   n e t   i n v e s t m e n t  income  stemming  from t h e   g r o w t h  of F rance ' s  
f o r e i g n   d e b t ,   l a r g e   i n c r e a s e s   o n   t h e   s h i p m e n t   c o s t s   o f   m e r c h a n d i s e   t r a d e  
r e l a t e d   t o   t h e   a p p r e c i a t i c n  of t h e  U.S. d o l l a r ,   a n d  a d e c l i n e   i n   n e t  
t r a v e l   a n d   t o u r i s t   e a r n i n g s .  

( 2 )  U n r e q u i t e d   t r a n s f e r s  

Net p r i v a t e   t r a n s f e r s   a b r o a d  increased from F 8.14 b i l l i o n   i n  
1 9 7 8   t o  F 1 0 . 3 2   b i l l i o n   i n   1 9 8 0   ( T a b l e  40). T h e s e   o p e r a t i o n s   c o n s i s t  
mainly of remi t tances   f rom  migrant   workers  t o  t h e i r  home c o u n t r i e s ,   t h e  
p r i n c i p a l   r e c e i v i n g   c o u n t r i e s   b e i n g   P o r t u g a l ,   M o r o c c o ,   a n d   S p a i n   ( t o g e t h e r ,  
80 p e r   c e n t  of r e m i t t a n c e s   i n   1 9 8 0 ) .  The d e f i c i t   o n  worke rs' r e m i t t a n c e s  
h a s   i n c r e a s e d   s i n c e   1 9 7 6   o n   a v e r a g e  a t  a s l i g h t l y   s l o w e r   p a c e   t h a n   t h e  
ra te  of i n c r e a s e   i n   a v e r a g e   h o u r l y   w a g e s   ( 1 2   p e r   c e n t   a g a i n s t   1 3 . 6   p e r  
c e n t )   p r o b a b l y  as a r e s u l t  of t h e   a u t h o r i t i e s '   p o l i c y   s i n c e   1 9 7 4   t o  
restrict immigrat ion  f rom non-EC c o u n t r i e s .  

Net p u b l i c   t r a n s f e r s   a b r o a d ,   a f t e r   i n c r e a s i n g   m o d e r a t e l y   i n   1 9 7 9   t o  
F 7.33 b i l l i o n ,   d e c l i n e d   s l i g h t l y   i n   1 9 8 0   t o  F 7.25 b i l l i o n .  The rela- 
t i v e l y  slow growth of t h e s e   t r a n s f e r s   i n   r e c e n t   y e a r s  is mainly  due t o  
t h e   r e d u c t i o n   i n   n e t   t r a n s f e r s  t o  t h e  EC which, as a result of i nc reased  
t r a n s f e r s   r e c e i v e d  by France   unde r   t he  Common A g r i c u l t u r a l   P o l i c y ,   d e c l i n e d  
from F 2.06 b i l l i o n   i n   1 9 7 7  t o  F 0.56 b i l l i o n   i n   1 9 8 0 .  

U n r e q u i t e d   t r a n s f e r s   a b r o a d   i n   1 9 8 1  are e s t i m a t e d   t o   h a v e   i n c r e a s e d  
by 30 per c e n t  to  F 23.3 b i l l i o n .   T h i s   i n c r e a s e   r e f l e c t e d   p r i m a r i l y  
h i g h e r   p r i v a t e   t r a n s f e r s .  

3 .  C a p i t a l   a c c o u n t  

I n t r o d u c t i o n  

I n   r e c e n t   y e a r s   f o u r   m a i n   f a c t o r s  have   in f luenced   deve lopments   in  
t h e   F r e n c h   c a p i t a l   a c c o u n t .   F i r s t ,   t h e   e x p a n s i o n  o f  F r a n c e ' s   t r a d e  
w i t h   s o c i a l i s t   c o u n t r i e s  and w i t h   n o n - o i l   d e v e l o p i n g   c o u n t r i e s   h a s  led 
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t o   s t eady   cap i t a l   ou t f lows   unde r   t he  form  of  export   credit  t o  these  
coun t r i e s .   Second ,   s ince   t he   f i r s t  o i l  p r i c e   s h o c k ,   t h e   a u t h o r i t i e s  
have a t  times ac t ive ly   encouraged   var ious   domest ic   en t i t i es   to   bor row 
abroad   in   o rder  t o  f i n a n c e   t h e i r  capi ta l  requirements.  Prominent among 
t h o s e   e n t i  
de France,  
de France,  
( t o   f i n a n c  

t ies have  been l a r g e   p u b l i c   e n t e r p r i s e s ,   s u c h  as E l e c t r i c i t 6  
( t o   f i n a n c e  i t s  l a rge   nuc lea r   ene rgy   p ro j ec t s ) ,   t he  SNCF,  Gaz 

~~ 

Crgdit   Nat ional ,   and Caisse Nationale  des  T6lCcommunications 
e the  modernization  and  expansion of the  telecommunication  net- 

" 

work). Third,   the   Government 's   s tance  in  recent y e a r s   t o   c o n t r o l   i n f l a -  
t i o n  by r e l a t ive ly   t i gh t   mone ta ry   po l i cy   has   r e su l t ed  In a level of 
domes t i c   i n t e re s t   r a t e s   gene ra l ly   h ighe r   t han   ab road .   Four th ,   t he  emer- 
gence  of  Paris as a major  Eurocurrency  center  and  the  expanding  interne- 
d i a t i o n   a c t i v i t i e s  of French  banks on i n t e r n a t i o n a l   c a p i t a l   m a r k e t s  
brought a l a r g e   a b s o l u t e   i n c r e a s e   i n   c a p i t a l  movements b u t   a l s o   i n t r o -  
duced a h i g h e r   d e g r e e   o f   v o l a t i l i t y   i n  net capi ta l   f lows .  

b. Lonn-term caDital 

From 1977 t o  1979  the  balance  on  long-term  capi ta l  flows swung from 
a ne t   in f low of F 0.58 b i l l i o n   t o   a n   o u t f l o w  of F 14.81 b i l l i o n   ( T a b l e  4 6 ) .  
Mainly  responsible were an F 10.3 b i l l i o n   n e g a t i v e  swing in n e t   p o r t f o l i o  
investment due b o t h   t o  a r educ t ion  of net  purchase6 of F rench   s ecu r i t i e s  
by nonres idents  and a s h a r p   i n c r e a s e   i n  1979 of purchases  by r e s i d e n t s  
of s e c u r i t i e s  denominated i n  pounds,  deutsche  mark,  and  guilders--and  an 
F 8.3 b i l l ion   reduct ion   in   fore ign   bor rowlng  by t h e   p r i v a t e  nonbank sec- 
t o r .  The l a t t e r  was main ly   the   resu l t   o f  a s i z a b l e   d e c l i n e   i n   f o r e i g n  
borrowing by some of t h e   l a r g e   p u b l i c   e n t e r p r i s e s  and r e f l e c t e d   t h e  
a u t h o r i t i e s '   p o l i c y ,   i n  v i ew of t h e   c u r r e n t   a c c o u n t   s u r p l u s ,   t o  l e t  
domest ic   capi ta l   markets  accommodate a l a rge   p ropor t ion   o f   t he  borrow- 
ing  requirements of t h e s e   e n t e r p r i s e s .  

I n  1980 net   long-term  capi ta l   outf lows  s lowed  to  F 4.53 b i l l i o n  as  
some of t h e  earlier t r e n d   r e v e r s e d   a n d   i n   p a r t i c u l a r  as l a r g e   p u b l i c  
e n t e r p r i s e s ,   a b e t t e d  by t h e   a u t h o r i t i e s ,   s h a r p l y   s t e p p e d  up t h e i r   f o r e i g n  
borrowing. A more than  doubl ing of  bonds  issued  abroad by l a r g e   p u b l i c  
e n t e r p r i s e s - - p r i n c i p a l l y   E l e c t r i c i t 6   d e   F r a n c e  and Caisae-   Nat ionale   de 
T616commicat ions--was  the main cause  of  an F 6.92 b i l l i o n   r e d u c t i o n  t o  
F 1.13 b i l l i o n   i n   n e t   p o r t f o l i o   i n v e s t m e n t   a b r o a d .  Borrowing by l a r g e  
p u b l i c   e n t e r p r i s e s  was also t h e  main reason for the   doubl ing  t o  
F 1 7 . 4   b i l l i o n  of o t h e r   p r i v a t e  nonbank  borrowing  which, p a r t i a l l y   o f f s e t  
by l a r g e r   n e t   f o r e i g n   l e n d i n g  by banks  and  the  public  sector-the l a t te r  
r e s u l t i n g  f rom  increased   loans   to   deve loping   count r ies ,  l e d  t o  a 
F 6.5 b i l l i o n   i n c r e a s e  i n  o the r   ne t   l ong- t e rm  cap i t a l   i n f lows  (Table 4 6 ) .  

A fu r the r   po in t   t o   no te   w i th   r ega rd  t o  long-term capi ta l  f lows   i n  
1980 i s  t h e  F 2.3 b i l l i o n  drop  t o  F 0.8 b i l l i o n   i n   n e t   d i r e c t   f o r e i g n  
investments .  This sha rp   d rop   ma in ly   r e f l ec t ed  a 57 p e r  c e n t   i n c r e a s e   i n  
French   d i rec t   inves tment   abroad   to  F 13.6 b i l l i o n  which  might  have  been 
inf luenced  by t h e   l i b e r a l i z a t i o n   i n   J u l y  1980 of t h e   c o n t r o l s  on these  
outflows. 



- 80 - 

P r e l i m i n a r y   d a t a  ehow t h a t   i n   1 9 8 1   l o n g - t e r m   c a p i t a l  outflOWA 
inc reased  by F 3.2 b i l l i o n   t o  F 7.7 b i l l i o n ,   a n d  many components showed 
e v e n   l a r g e r   v a r i a t i o n s .  The most e t a b l e  component was e x p o r t   c r e d i t s  
w h i c h ,   r e f l e c t i n g   t h e   s t r e n g t h  of French   expor t e ,   i nc reased  by 13 per  
c e n t   t o  F 1 7 . 5   b i l l i o n .  Net o u t f l o w s   u n d e r   p o r t f o l i o   i n v e s t w e n t ,  on 
t h e   o t h e r   h a n d ,   s h a r p l y   i n c r e a s e d  by F 9.7 b i l l i o n   t o  F 1 6 . 1   b i l l i o n .  
These  outf lows  occurred  most ly  i n  t h e   s e c o n d   a n d   t h i r d  week of May a f t e r  
t h e   p r e s i d e n t i a l   e l e c t i o n s   b u t   s u b s i d e d  when t h e   d e v i s e - t i t r e   s y s t e m  was 
in t roduced  (see exchange   and   t r ade   a r r angemen t   s ec t ion ) .  Net f o r e i g n  
loans  abroad alqo showed l a r g e   i n c r e a s e s  to  F 11.5 b i l l i o n ,   w h i l e   n e t  
d i r e c t   f o r e i g n   i n v e s t m e n t   t u r n e d  from a n   i n f l o w  of F 0 . b  b i l l i o n   i n   1 9 8 0  
t o  an   ou t f low of F 3.8 b i l l i o n .  Most of t hese   h ighe r   ou t f lows  were, 
however ,   o f f se t  by EI n e a r l y  F 20 b i l l i o n  increase t o  E 4 2 . 5  b i l l i o n  of 
au thor i zed   fo re ign   bo r rowing  of l a r g e   p u b l i c   e n t e r p r i s e s  a8 t h e   a u t h o r i -  
t i e s  c o n t i n u e d   t h e   p o l i c y  of   encouraging large d o m e s t i c   e n t i t i e s   t o   b o r -  
row abroad i n  o r d e r   t o   f i n a n c e   t h e i r  capi ta l  requi rements .  

c. S h o r t - t e r m   p r i v a t e   n o n b a n k   c a p i t a l  

This item is  t r a d i t i o n a l l y  a n e t   i n f l o w   a n d   c o n s i s t s  of t r a d e  
c r e d i t   a n d   o t h e r   t r a n s a c t i o n s  of t h e   n o n b a n k   p r i v a t e   s e c t o r ,   i n c l u d i n g  
advances  on  import  and export c o n t r a c t s .  After r e l a t i v e l y   u n e v e n t f u l  
y e a r s   f r o m   1 9 7 6   t o   1 9 7 9 ,   n e t   i n f l o w s   i n c r e a s e d   i n   1 9 8 0  by F 6.8 b i l l i o n  
t o  F 15.5 b i l l i o n .  The p r i n c i p a l   r e a s o n s  for t h i s  were a more  than  dou- 
b l i n g  of i m p o r t   c r e d i t s  t o  F 8.2 b i l l i o n ,   p r o b a b l y   r e s u l t i n g  from t h e  
s t r o n g   p r o g r e s s i o n  of impor t s   i n   1980 ,  a 30 p e r   c e n t   i n c r e a s e   i n   a d v a n c e s  
o n   e x p o r t   c o n t r a c t s  t o  F 1 3 . 2   b i l l i o n ,   a n d   a n  F 3.1 b i l l i o n   i n c r e a s e   i n  
o t h e r   n e t   l o a n s .  

I n   1 9 8 1   t h i s  item i s  e s t i m a t e d  t o  have  changed t o  a n e t   o u t f l o w  
which  reached F 4 . 6  b i l l i o n   i n   t h e   f i r s t   t h r e e   q u a r t e r s .  Slower pro- 
g r e s s i o n  of i m p o r t   c r e d i t s ,   h i g h e r  export c r e d i t s  and i n   t h e  second 
q u a t t e r   s p e c u l a t i v e  movements i n   a n t i c i p a t i o n  of an  exchange rate 
adjus tment  were t h e   p r i n c i p a l   c o n t r i b u t i n g   f a c t o r s .  

d.   Short-term  monetarv caDital 

F r m   1 9 7 8  to  1 9 8 0   s h o r t - t e r m   c a p i t a l  movements of banks   tu rned  from 
a F 14.6 b i l l i o n   o u t f l o w  to  a F 29.0 b i l l i o n   I n f l o w .  Changes i n   i n t e r e s t  
d i f f e r e n t i a l s  and t h e   s t r e n g t h  of t h e  franc i n   t h e  PIS  were t h e   p r i n c i p a l  
f a c t o r s   u n d e r l y i n g   t h i s  E 4 3 . 6  b i l l i o n   s w i n g   ( e q u i v a l e n t   t o  10.7 pe r   cen t  
of t h e   c h a n g e   i n  M2 o v e r   t h e   p e r i o d ) .  

Cap i t a l   i n f lows   t h rough   t he   bank ing   sys t em were p a r t i c u l a r l y   s t r o n g  
i n  1980. Net d e p o s i t s   i n   f r a n c s   o f   n o n r e s i d e n t s  and foreign correspondent  
banks i nc reased  by F 11.6 b i l l i o n   w i t h   t h e   l a r g e s t  inflows coming  from 
t h e   U n i t e d  Kingdom (F 2.5 b i l l i o n ) ,  BLEU ( F  2.0 b i l l i o n ) ,   I r a q  (F 1.1 b i l -  
l i o n )  , Por tuga l  (F 0.8 b i l l i o n ) ,   S w i t z e r l a n d  (F 0.7 b i l l i o n ) ,   a n d   N i g e r i a  
(F 0.7 b i l l i o n ) .   R e s i d e n t s '   s h o r t - t e r m   i n d e b t e d n e s s  in f o r e i g n   c u r r e n c y  
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t o   d o m e s t i c   b a n k s  rose by F 13.2 b i l l i o n  a g a i n s t  a d e c l i n e  of F 0.5 b i l -  
l i o n   i n  1979.   Fore ign   bor rowing   was   main ly   in  U.S. d o l l a r s  (50  p e r  
c e n t ) ,  i n  d e u t s c h e  mark ( 2 5  per c e n t ) ,   a n d  Swiss f r a n c s   ( 1 1   p e r   c e n t ) .  
A t i g h t e n i n g  of d o m e s t i c   c r e d i t ,   t h e  lower cos t   o f   funds   bor rowed  abroad  
{in t h e   c a s e  of d e u t s c h e   m a r k   a n d   S w i s s   f r a n c   b o r r o w i n g ) ,   a n d   e x p e c t e d  
s t a b i l i t y  o r  aDpreciation of t h e   f r a n c   ( i n   t h e  case of t h e  U.S. d o l l a r )  
seem t o  h a v e   b e e n   t h e   p r i n c i p a l   r e a s o n s  for t h i s   s h a r p   i n c r e a s e .  Commer- 
c ia l  b a n k s '   n e t   f o r w a r d   t r a n s a c t i o n s  on f o r e i g n   c u r r e n c i e s   a l s o   r e g i s t e r e d  
s t r o n g   i n f l o w s - - F   1 1 . 7   b i l l i o n   a g a i n s t   o u t f l o w s   o f  F 0.6 b i l l i o n   i n   1 9 7 9 ,  
The m a i n   c o n t r i b u t i n g   f a c t o r s  were t h e   h i g h   l e v e l s  of d o m e s t i c   i n t e r e s t  
r a t e s  and e x p e c t a t i o n s   t h a t   t h e   s t r e n g t h e n i n g   o f   t h e  U.S.  d o l l a r   i n   t h e  
last q u a r t e r  would on ly   be   t empora ry  which l e d  t o  i n c r e a s e d  forward sales 
by exporters. 

The   year   1981 saw d r a s t i c  swings i n  m o n e t a r y   c a p i t a l   f l o w s   e s p e c i a l l y  
i n  n e t   d e p o s i t s  of n o n r e s i d e n t s   a n d   o f   f o r e i g n   c o r r e s p o n d e n t   b a n k s ,   a n d  i n  
b a n k s '   n e t   f o r w a r d   p o s i t i o n   o n   f o r e i g n   c u r r e n c i e s .   I n   t h e   f i r s t   q u a r t e r ,  
n e t   m o n e t a r y   c a p i t a l   i n f l o w s ,  at tracted by t h e   r e l a t i v e l y   h i g h   d o m e s t i c  
i n t e r e s t  rates, rose t o  F 20.2 b i l l i o n - - t h e n ,   b y   f a r ,   t h e   h i g h e s t   f l o w  
e v e r   r e c o r d e d   i n  a q u a r t e r - - b u t   i n   t h e   s e c o n d   q u a r t e r ,   a f t e r   t h e   p r e s i d e n -  
t i a l  e l e c t i o n   t h e y   a b r u p t l y   t u r n e d   a r o u n d   t o  a F 12.4 b i l l i o n   o u t f l o w .  
The t i g h t e n i n g  of c s p i t a l   c o n t r o l s  a t  t h e   e n d  of May, e s p e c i a l l y   t h e  
limits imposed on f o r w a r d   t r a n s a c t i o n s ,   a n d   f u r t h e r   i n c r e a s e s   i n   d o m e s t i c  
interest ra tes ,  h a l t e d   t h e   o u t f l o w   a n d   b r o u g h t  a n e t   i n f l o w  of F 2.7 b i l -  
l i o n   i n   t h e   t h i r d   q u a r t e r ,   w h i c h   i n   t h e   f o u r t h   q u a r t e r ,  a f t e r  t h e   O c t o b e r  
r e a l i g n m e n t   o f   e x c h a n g e   r a t e s ,   r o s e   t o  F 23.4 b i l l i o n .  

e .  Leads  and laRs a n d   u n a l l o c a t e d   t r a n s a c t i o n s  

This e n t r y   i n   t h e  capi ta l  a c c o u n t   h a s   f o r  several  y e a r s   c o n s i s t e n t l y  
r e g i s t e r e d  a s u r p l u s ,   p r o b a b l y   b e c a u s e  it  also i n c l u d e s ,  in a d d i t i o n  t o  
l e a d s   a n d   l a g s  on t r a d e   r e c e i p t s ,  a r e l a t i v e l y   l a r g e   c o m p o n e n t  of u n a l l o -  
c a t e d   t r a n s a c t i o n s .   A f t e r   d e c l i n i n g   b y  two t h i r d s   i n   1 9 7 9   t o  F 5.1 b i l -  
l i o n ,   i n f l o w s   i n c r e a s e d   a g a i n   i n   1 9 8 0   t o  F 1 1 . 6   b i l l i o n  (1 .2   pe r   cen t  of 
t o t a l   t r a d e   t r a n s a c t i o n s )  

For t h e   f l r s t   n i n e   m o n t h s  of 1 9 8 1 ,   d a t a  is a v a i l a b l e   o n l y  f o r  l e a d s  
and   lags   combined   wi th  errors and   omiss ions .  This combined i tem, which 
normal ly  shows an i n f l o w ,   r e g i s t e r e d   a n   o u t f l o w  of F 11.9 b i l l i o n .  

4 .  O f f i c i a l   r e s e r v e s  

From 1977 t o  1 9 8 0   t h e   F r e n c h   o v e r a l l   b a l a n c e  of payments showed a 
c u r n u l a t l v e   s u r p l u s  of F 51.5 b i l l i o n   ( T a b l e  40) .  DespLte   t he   sha rp  
d e t e r i o r a t i o n   i n   t h e   c u r r e n t   a c c o u n t   i n  1980, more t h a n   h a l f  (F 28,2 b i l -  
l i o n )  of t h i s   c u m u l a t i v e   s u r p l u s  was r e g i s t e r e d   i n   t h a t  year as c a p i t a l  
Inflaws s r g n i f i c a n t l y   e x c e e d e d   t h e   c u r r e n t   a c c o u n t   d e f i c i t .  
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From end-1976 u n t i l  end-1980 accord ing   to   the   French  method of v a l u -  
a t i o n ,   n e t   o f f i c i a l   r e s e r v e s   ( T a b l e  4 7 )  ro se  from F 91.5 b i l l i o n   ( e q u i v a -  
lent  to some t h r e e  months of merchandise   impor ts   in   1976)   to  F 351.1 b i l -  
l i o n  (some seven  months of merchandise   impor ts   in   1980)   re f lec t ing  i n  
addi t ion   to   the   cumula t ive   ba lance  of payments   surplus ,   mainly new ECU 
a l l o c a t i o n s  and va lua t ion   ad jus tmen t   an   F rance ' s   l a rge   o f f i c i a l   go ld  
r e se rves  1/ ( 6 2  per cen t   o f   g ros s   r e se rves ,  end  of  1980) . I n  1980 o f f i -  
c i a l  reserves increased  by F 141.5 b i l l i o n ,  of which F 88.6 b i l l i o n  was 
due to   gold  re-evaluat ion  and F 31.7 b i l l i o n   t o   o p e r a t i o n s   w i t h   t h e  
European  Monetary  Cooperation Fund ( inc lud ing   deva lua t ions  of ECU ho ld ings ) .  

Net reserves ,   exc luding   va lua t ion   ad jus tment ,   cont inued   to   increase  
i n   t h e  f i r s t  q u a r t e r  of  1981  (by F 9.2 b i l l i o n ) .  I n  the  second and t h i r d  
quarters ,   however ,   heavy  pressure  on  the  f ranc  caused by t h e  large  specu-  
l a t ive  capi ta l  Outflows l e d  t o   m a s s i v e   i n t e r v e n t l o n  by monetary  autl lori-  
t i e s  and net r e s e r v e s   d e c l i n e d  by an es t ima ted  F 53.3 b i l l i o n   ( a p p r o x i -  
mately 15 per c e n t  of n e t  o f f i c i a l  reserves a t  end-1980) . I n  t h e   f o u r t h  
q u a r t e r   t h e   s t r e n g t h  of t h e   f r a n c   a l l o w e d   t h e   a u t h o r i t i e s   t o  recover some 
o f   t h e   r e s e r v e s   l o s t   d u r i n g   t h e   p r e v i o u s   q u a r t e r s  and ne t   r e se rves   i nc reased  
by F 16.4 b i l l ion .   Overa l l ,   however ,   and   exc luding   va lua t ion   ad jus tments ,  
n e t   o f f i c i a l   r e s e r v e s   d e c l i n e d  i n  1981 by F 28 b i l l i o n .  

5 .  Development a s s i s t a n c e  

French of f ic ia l   deve lopment   a id   rose   In   1981 t o  0.67 p e r  cent  of GDP 
from 0.62 per cent   in   1980  ( f rom 0.36 p e r   c e n t   t o  0.40 per c e n t  i f  over- 
seas   depar tments  and t e r r i t o r i e s  are excluded) .  The new Government has 
reaf f i rmed  France ' s  commitment t?  development  aid  and  announced I ts  
I n t e n t i o n  of reaching by 1 9 8 8   a t   t h e  i a t e s t ,  t h e   t a r g e t  of 0.7 pe r   cen t  
of GDP f o r  i t s  O M ,  exc lud ing   a id   t o   ove r seas   depa r tmen t s   and  terr i tor ies .  
I n  a d d i t i o n ,   t o   t h i s   n e a r   d o u b l i n g  of ODA b; 1988 t h e  F r e n c h   a u t h o r i t i e s  
announced a t  the  United  Nat ions  Conference  on  the Less Developed  Countries 
i n  September 1981 i t s  commitment t o  ra ise  aid t o   t h o s e   c o u n t r i e s ,   w i t h i n  
i t s  o v e r a l l  ODA t a r g e t ,  from 0.09 pe r   cen t  of GDP i n   1 9 8 0   t o  0.15 per 
cent  of CDP in 1985. 

6. Exchange  and t rade   a r rangements  

A d e s c r i p t 4 0 n  of France 's   exchange and t rade   a r rangements  up to t h e  
end of 1980 i s  .ontained Ln the   Fund ' s  1980 Annual Report  on Exchange 
Arrangements  and  Exchange  Restrictions.  The pr inc ipa l   recent   changes  
are set  out  below. 

1/ Gold holdings are valued on t h e   b a s i s  of t h e  average  gold price i n  
U.7. d o l l a r s   p r e v a i l i n g   i n   t h e   I n t e r n a t i o n a l   m a r k e t s   d u r i n g  t h e  preceding 
three   months ,   conver ted   in to   f rancs   us ing   the   average   exchange   ra te  of t h e  
d o l l a r  on t h e   P a r i s   m a r k e t  during t h e  same per iod .  
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May 16. The 5 p e r   c e n t   r e s e r v e   r e q u i r e m e n t   o n   n o n r e s i d e n t s '   d e p o s i t s  
a t  commercial  banks was removed. 

May 2 1 .   T h e   G o v e r n m e n t   i n t r o d u c e d   t h e   f o l l o w i n g   e x c h a n g e   c o n t r o l  
m e a s u r e s   w h i c h   e s s e n t i z l l y   r e s c i n d e d   t h e   l i b e r a l i z a t i o n  of J u l y   1 3 8 0 :  

- to  limit t o   o n e   m o n t h   ( a g a i n s t  two m o n t h s   p r e v i o u s l y )   t h e   d u r a t i o n  
of  a f o r w a r d   p o s i t l o n   f o r   n o s t   i m p o r t s   a n d   t o   t h r e e   m o n t h s  for imports of 
raw materials a n d   o t h e r   e s s e n t i a l   p t o d u c t s   ( n o   r e s t r l c t i o n s   p r e v i o u s l y ) ;  

- to  limit t o  two w o r k l n g   d a y s   ( i n s t e a d  of e l g h t   c a l e n d a r  days pre-  
v i o u s l y )   t h e  time d u r i n g   w h i c h   i m p o r t e r s   c a n   h o l d   f o r e i g n   e x c h a n g e  
n e c e s s a r y   t o   p a y  f o r  imports on a spot  basls; 

--to r e q u i r e   e x p o r t e r s  t o  redeem a f t e r  one m o n t h   t h e   f o r e i g n   e x c h a n g e  
p roceeds   f rom exports d e l l v e r e d   a f t e r  May 1 9 8 1   ( i n s t e a d  of u n t i l   c o v e r i n g  
c o n t r a c t s  had   ma tu red ) ;  

- t o  t i g h t e n  res t r ic t lons o n   F r e n c h   d i r e c t   i n v e s t m e n t   a b r o a d  by 
l o w e r l n g   t h e  maxzmun amount f o r  which no a u t h o r i z a t i o n  is r e q u l r e d   f r o m  
F 5 m i l l i o n  t o  F 1 m i l l i o n   a n d  to r e q u l r e   t h a t   t h e   f r a c t l o n   o f   d i r e c t  
f o r e i g n   i n v e s t m e n t   a b r o a d   i n   e x c e s s  of t h e  l a t t e r  a m o u n t   b e   f i n a n c e d   f o r  
a t  least  t h r e e   f o u r t h s   b y   f o r e l g n   c u r r e n c y   b o r r o w l n g ,  

- t h e  re-establishment of t h e   d e v i s e  t i t r e  s y s t e m   b y   w h i c h   t h e   p u r c h a s e  
of f o r e i g n   s e c u r l t i e s   b y   r e s l d e n t s  1 s  r e q u l r e d   t o  be n a t c h e d   w l t h   t h e  
p roceeds   f rom sales of f o r e l g n   s e c u r l t i e s  by r e s l d e n t s .  T h e   d e v l s e  t l t r e  
i s  t h e   u n l t  of a c c o u n t   I n   k , . l l c h   t h e s e   m a t c h i n g   o p e r a t i o n s  are  denominated  
and i t s  v a l u e  can f l u c t u a t e   d e p e n d i n g   o n   d o m e s t l c   d e m a n d   a n d   s u p p l y  Of 
f o r e i g n   s e c u r i t i e s .  

September  18. The  Government   announced  that  In a f u r t h e r   e f f o r t   t o  
a l l e v i a t e   s p e c u l a t i v e   p r e s s u r e s  on t h e   f r a n c  a l l  f o r w a r d   c o v e r a g e  of 
I m p o r t e r s  was t e m p o r a r l l y   s u s p e n d e d .  

November 12.  The  Government  announced a p a r t l a 1   r e l a x a t i o n  of t h e  
ban  on forward c o v e r a g e   o f   i m p o r t s .   I m p o r t e r s   o f   g r e e n   c o f f e e ,  r l ce ,  
h i d e s   a n d   s k i n s ,  wool, h a i r ,   c o t t o n   a n d   c o t t c n  waste, were a u t h o r i z e d  
t o   e n g a g e   i n   c o v e r l n g   o p e r a t i o n s   n o t   t o   e x c e e d   t h r e e   m o n t h s   o f   d u r a t i o n .  
F o r w a r d   c o v e r a g e   m u s t   b e   c a r r i e d   o u t  In t h e   c u r r e n c y   s t i p u l a t e d   I n   t h e  
c o n t r a c t   a n d   t e r m i n a t e   o n   t h e   d a t e   o f   t h e   s e t t l e m e n t .  If s e t t l e m e n t   o f  
t h e   c o n t r a c t  1 s  d l f f e r e d ,   t h e   f o r w a r d  covering can  be e x t e n d e d   f o r  a 
maximum o f   e i g h t   d a y s   n t h o u t   p r i o r   a u t h o r l z a t i o n .  If t h e   s e t t l e m e n t  
takes p l a c e   b e f o r e   t h r e e   m o n t h s ,  the o p e r a t l o n   m u s t  be c a n c e l l e d  for t h e  
r e m a l n l n g   p e r i o d ,   I f   t h e   c o n t r a c t  is c a n c e l l e d ,   t h e   c o v e r l n g   o p e r a t l o n  
must  be terminated I m m e d i a t e l y .  If t h e   c a n c e l l a t i o n   r e s u l t s  1t-1 a f o r e l g n  
e x c h a n g e   p r o f i t ,   t h e   b a n k   I n v o l v e d   m u s t   I n f o r m   t h e   m o n e t a r y   a u t h o r l t i e s .  



- 84 - 

1982 
_L 

March 25. I n   o r d e r   t o   p r o t e c t   t h e   f r a n c   a g a i n s t   s p e c u l a t i v e  
p r e s s u r e s ,   t h e  Government  announced t h e   f o l l o w i n g   a d d i t i o n a l  exchange 
con t ro l   measu res :  

- e x p o r t e r s  *re r e q u i r e d   t o   r e d e e m   a f t e r   1 5   d a y s   ( i n s t e a d  of one 
month previous ly)   fore ign   exchange   proceeds  from e x p o r t s ;  

-French   d i rec t   inves tment   abroad   above  F 1 m i l l i o n  were r e q u i r e d  
t o  ba f i n a n c e d   f o r  a t  l e a s t  7 5  p e t  c e n t  by fo re ign   cu r rency   bo r rowfng  
( i n s t e a d  of 75  p e r  cent of t h e   f r a c t i o n   a b o v e  F 1 m i l l i o n   p r e v i o u s l y ) ;  

- t h e   p e r i o d   a f t e r   w h i c h   F r e n c h   n a t i o n a l s  who l e a v e   t h e   c o u n t r y  
are cons idered  a s  n o n r e s i d e n t s  was i n c r e a s e d  from o n e  t o  two yea r s .  
F u r t h e r m o r e ,   a f t e r   t h i s   t w o - y e a r   p e r i o d ,   t o   t r a n s f e r  assets abroad ,  
n o n r e s i d e n t   n a t i o n a l s  were r e q u i r e 6   t o  seek approva l  by t h e  Banque 
de   F rance ;  

-gifts and u n i l a t e r a l  transfers by r e s i d e n t s   t o   n o n r e s i d e n t s   a r d  
t r a n s f e r s   a b r o a d  .. c r s lden t s   fo r   t he   pu rpose  of a c q u i r i n g  a secondary 
r e s i d e n c e  were a l s o  made s u b j e c t   t o   a u t h o r i z a t i o n  by the Banque  de 
France.  
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Table 38. France: French Franc: Spot Exchange Rates 
and Effective  Rate, 1976-81 

(Period average) 

Per cent change againrt prccedtne Deriod's external 
~ 

value of the  franc i/' 
Zf f active 

Francs per Relative t o  Relative to exchange 
U . S . dollar U.S. dollar drutrche mark rate (MEW) 

1976 
1977 
1970 
1979 
1980 
1981 

1979 
1979 
1979 
1979 

1980 
1980 
1980 
1980 

1981 
1981 
1981 
1981 

1981 
January 
February 
March 
April  

June 
July 
August 
September 
October 
November 
December 

Map 

I 
XI 

111 
IV 

I 
TI 

111 
IV 

I 
11 
I11 
IV 

4.7796 
4.9134 

4.2545 
4.2260 
5.4346 

4.2680 
4.3743 
4.2343 
4.1412 

4.1491 
4.2121 
4.1214 
4.4215 

4 8598 
5.4185 
5.8084 
5.6516 

4,5128 

4.6412 
4.9681 
4.9700 
5.1051 
5.4890 
5.6612 
5.7996 
5.9815 
5.6163 
5.6246 
5.6147 
5.71% 

-10.3 
-2.7 
8.9 
6.1 
0.7 

-22.2 

0.8 
-2.4 
3.3 
2.3 

-0.2 
-1.5 
2.2 
-6.8 

-9 .o 
-10.3 
"6.7 
-2.8 

-1.6 
-6.6 
" 

-2.7 
-7 .O 
-3 .O 
-2.4 
-3 .O 
6 .O 
0.3 
0.1 
-1.8 

-8.2 
-10 3 
-5.8 
-3.2 
-0.2 
- 3 . 4  

-0.3 
-0.3 
-1 .o 
-0 .6  

0.2  
0.6 
0.2 
0.3  

-0.7 
-2.2 
-0.3 
-5.4 

0.2 
-0.3 
-1.7 
-0.3 
-1.3 
0.5 
0.3 

- 0 . 6  
-0.1 
-4.1 
-1.1 
-0 .3  

-4.4 
-4.5 

2.3 
1.2 

-10.6 

1.2 
-0 .0 
0.9 
2.6 

0.2 
-0.8 
0.3 
-3.4 

-4.2 
-4 .O 
-2 .o 
- 3 . 4  

" 

-1.1 
-2.6 
-0.1 
-0.6 
-3.6 
-0.3 
-0.3 
1.5 
2.7 
-1.1 
-1.1 
-1.1 

Source: IHF, Znternationa$ Finawial StatisticJ. 

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

( I n  millions of  francs) 

1976  1977  1978  1979  1980  1981 LJ 

ng-term capi ta l  
Cmerc ia l   c red i t  

Export credi t  
Import credit  

Direct  investments 
Residents abroad 
Foreigners i n  France 

Public  invertment 
Portfolio investment 
Other hirg-tem C a p i t A l  

Lending abroad 
Private nonbanking sector 
Banks 
Public  sector 

Borrowing abroad 
Private nonbonung sector 
Bank3 
Public  sector 

1ort-tern nonbanking 
sector 

Export credi t  
Import credit  
Other lending abroad 
Other borrowing abroad 

cads and lags and onallocated 

mk3 
In francs 
In foreign currencies 

-6 , 126 
-16,597 
-16 , 170 

-427 
3,162 

-8,184 
5,022 
-417 

-4,180 
9,870 

-2,105 
-137 
-890 

-1,018 
11,975 
10,283 
1 , 340 
392 

4,994 
-5,594 
7,129 

-4,253 
7,712 

4,337 

5,478 
-1,524 
7,002 

584 
-18,531 
-18,250 

-:81 
2,785 

-5,885 
0,670 

-595 
2,284 
14,641 
-2,915 
-768 

-1,350 
-797 

17,556 
15,838 
1,409 
309 

6,537 
-3 , 134 
1,826 
-340 
8,149 

13,364 

-6,648 
878 

-7,526 

-8 , 622 
-16,670 
-16,210 

-460 
2,936 

-8,095 
11,031 
-898 

-1,983 
7,993 
-696 
-89 

-1,245 
638 

8 , 689 
7,093 
1,353 
243 

5,738 
-3 , 623 
2,624 
-1 , 883 
8,620 

14,983 

-14,598 
1,172 

-15,770 

-14,813 
-14,576 
-13,315 

-155 
3,184 

-0,395 
11,579 
-1,144 
-8,061 
5,784 

-3 , 468 
-62 

-1,699 
-1,707 
9,252 
8,766 
633 
-147 

8,095 
-5,236 
3,489 
-823 

10,665 

5,132 

1 , 808 
110 

1,918 

-4,536 -7,700 
-15,869  -17,500 
-15,834 

365 

-13,260 
14,061 
-1.032 -1.300 

801 -3,800 

-7,095 

-3,195 
-3,900 
19 , 397 
17,389 
1,714 
294 

- 

15,455 ) 
-4.754 1 

19,338 ) 
1 

11,640 I 

29,048  34,000 
10,509 
18,539 

Sources: Ministere de 1'Econmie e t  des  Finances and Banque d s  France., Balance des Palemats 
ntre l a  France et   l 'Ext6rieur;  and  Banque  de France, Bulletin Trimestriel, September 1981. 

- l/ Preliminary estimates. 
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