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France: lMoney and Capital Markets, August-November, 1963

The French authorities moved decisively in the autumn of 1963 to
arrest the increase in French prices with a series of anti-inflation measures
announced on September 12 and November 1, A distinct slowing of price rises
was achieved in October but was a consequence of direct vrice controls;
Finance Minister Giscard d'Estaing stated that the actions taken to reduce
demand pressures may require six months to achieve real stabilization. The
rise in the Bank of i'rance discount rate included in the Hovember 1L measures,
desoite the reported ovposition of the Governor of the Bank, led to a rise
in some interest rates. (See Table 1.) Official reserve accruals slowed
abruptly in October but resumed on 'a large scale in November, ' The French
trade balance worsened again in September and October but there is no evidence
as yet to support statements that the over-all balance of payments surplus
has virtually disappeared.

Table 1. France: Selected Interest Rates, July-November, 1963
(at or nearest to end of month)

July Aug. Sept.,  Oct. Nov.

Bank of France basic discount rate 3,50 3.50 3,50 3.50 L .00
Money market: day-to-day money . )
secured by orivate paper 6.19 3,38 3,56 . 3,56 5.00

Treasury bills held by banks:

Auction rates for free investments:
3-month bills 2
2-year bills 3

Long-term bonds:

“Public sector g

Corporate [§
6
2

.19 2,13 2,00
.06 3,13 3.10

2 2
3 3
3h 5.36 5.49- 5,58 5
6,00 5.95 €.16 6
Commercial banis:
Prime lending rate
l-year deposits
Deposits with private
savings banks 3.00 . 3,00 300 3,00  3.00

20 6.0 €20 (.20 Mes
50 2.50 T 2,50 2.0 2,50

1/ TEstimated.
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Comprehensive stabilization orogram is launched _

Zecause monetary action earlier this year had failed to stem the rise
in Irench prices, the French authorities introduced wide~ranging anti-inflation
measures in Sentember-iovember. The credit restrictions imposed last winter
and spring slowed down the expansion in money supply from 12-1/2 per cent in
Harch-September 1962 to 8 per cent in the same period of 1963 but ther had no
apparent effect on price trends. At the consumer level, where inflationary
pressures have been strongest, prices in September were 7 per cent higher than
a year earlier.

The anti-inflation program has consisted of three basic types of
measures:

a. To curtail demand pressures, a number of monetary and fiscal
steps were adopted. dJnder a directive of February 28, 1963, the banks
were permitted to increase credit by 5 per cent from iarch to August
and by 7 per cent from September to February (196L). On September 12,
the Sept:mber-February expansion was cut to 5 per cent, and consumer
credit. terms were tightened. Later, on November 1li, increases were
made in the Bank of France discount rate and in commercial bank loan
rates. (See below.)

- On the fiscal side, the estimated 1963 budget deficit was slashed
from 7 to €.22 billion francs by holding down the final supplementary
expenditure authorizations. The 196l deficit will fall to L.75 billion
francs. However, part of this reduction represents merely a shift of
about 1.5 billion francs of Treasury loan expenditure to the Caisse
des Dépots et Consignations, which will therefore be able to turn over
correspondingly fewer resources to the Treasury, To soak up purchasing
power, the Treasury floated a 2 billion franc bond issue on September 23.

"

b. To introduce competitive pressures on French prices, imnort
duties werc lowered temporarily on some products on Seotember 12 and on
additional items on November 1L, To ease the labor market, a decision
was made to speed up releases of men from the armed forces.

¢« To provide immediate relief from price rises, several “"emergency"
price measures were adopted. On September 12 factory prices were frozen
at August 31 levels, agreements were announced with many producers and
distributors to sell at reduced prices until the end of the year in
return for tax favors, and nrices of government--produced goods and
services were either reduced or stabilized. Ceilings on prices or price
mark-ups were imposed on some foods and wine on October 9, and on a .
wide range of services on Hovember 1li. Because of these measures, the
general index of consumer prices rose only 0.15 per cent in October s OT
by less than one-third the average monthly increase in the past year.

Discount rate is raised

In an unexpected step, the French authorities raised the Bank of
France discount rate from 3-1/2 to L per cent on November 1L, According to
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press reports (including the Economist), the rise was opposed by Governor
Brunet of the Bank of France. The decision was. taken by the 33-man National
Credit Council which formulates French monetary policy (of which the Minister
of Finance is President and the Governor of the Bank of France is Vice President).
This is the first use of the discount rate weapon in the current anti-inflation
drive that opened last February; the 3-1/2 per cent rate had been unchanged
since October 1960. The rise in Bank rate is designed to achieve two specific
effects. On the psychological side, the move ‘is intended to dramatize the
determination of the government to ensure the success of the stabilization
plan, (Finance Minister Giscard d'Estaing has implied that he is staking his
career on the outcome.,) In addition, an immediate increase in the cost of
commercial bank loans will be effected. The usual French practice is to have
minimum rates charged customers on bank loans based on the Bank's discount
rate. In this particular instance, the National Credit Council has raised

minimum interest rates by 1/L of 1 per cent (or by one-half of the amount of

the discount rate increase). In the past, minimum customer loan rates have
usually risen the full extent of the discount rate increase.

At the same time, an increas from L-1/2 to 5 per cent was promulgated

5 in the penalty rate paid by banks on rediscounts up to 10 per cent in excess

of each commercial bank's rediscount ceiling established at the Bank of France.
The 6 per cent penalty rate on rediscounts exceeding the ceilings by more than
10 per cent was unchanged as was the preferential 3 per cent rate on redis-
counts of export bills, purchases of Treasury bills, and very short-term advances
to banks against pledge of government securities.

The French authorities expect that the discount rate hike will not
set in motion any significant flow of short-term funds into France from the
outside., In the first place, the Paris money market is closed to all but
French financial institutions. Second, the French authorities have virtually
prohibited short-term foreign borrowings by French businesses by setting a
ceiling of L per cent on the interest which can be paid. Third, foreigners
can receive no interest on franc deposits in French banks.

The French authorities explained that they had delaved the discount
rate action until there was a "return to a relative equilibrium on the exchange
market." French reserve increases did halt for a time in September-October;
however, they have resumed since and there is no evidence that the French
external position has yet undergone a basic shift from surplus to equilibrium. .

Interest rates moving up

The Paris money market went through three distinct phases during the
period under review.  There was a general rise in rates in response to the
higher discountrate.

From August 1 to mid-September the market for day-to-day money eased:
L average opening rates for day-to-day money against private paper dropped from
r 5.26 per cent in July to L.10 per cent in August ani 3,13 per cent in September.
: (See Table 2.) In this period, banks adjusted their short-term loan portfolios
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in order to avoio repetition of the liquidity squeeze in which they had found
themselves continususly from late ray to August 1 when they frequently paid
stiff penalty rates on over-ithe-ceiling rediscounts with the sank of I'rance
because of earlier increases in the banks' minimum liquidity ratio. iiven at
rmionth-end, after August 1, banks kept their rediscounts within the ceilings.,

Table 2. France: Short-term Interest Rates, 1963

i, Day-to-day' “oney vs., Private Paper

Monthly average Daily range

Jiarch 3.43 August 1 €.13-6.25

April 3.92 September L 3.00

Hay 3471 October 3 3,00-3.13

June L.76 November 7 L.25

July 5.26 1h 3.50-L.00

August L.1G : 21 3.88
3.13 28 L.50-5.50

september

1) irecaswry »ills: Auction nlates for Free Investments

3-mo. 1-yr. 2-y7.

- July 25 2,25 _ 2.7 3.13

Auguet 26 2,19 2.61 3.06

> ' September 2% 2.13 2.87 3.13
October 25 2.00 2.50 3,10

dovember 5 2.00 2.88 3.13

15 2.00 2.13 213

2y 2.00 2.88 ) 7,13

Jources: Conseil national du Crédit and
Hank of France

* Lo mid-sovenber,

m, lve various

» 17 uad no direct
sangs ' 21l owed

gk

2 slightly upward from mid-Septemt
oo n exctange accruals slowed
i n announced on Jophe

sty and tne reduct .

ions in the fubar

Li-owinoer quetations for day-to-day money were at 1-3/8 1o
: : ' of the.rise in the discount rute from 3.1/2 to
pasdiately to bomer e use banks
scounting, the discount Lo act as

.

0e LCI

rates, and market rates fall below the discount rate
¢ conditions) redir - :nts canaot ran off as

14 otherwise warrant. Wday-to-day mener rates

/ two weeks, but' moved up to between L-1/2 and
on o

" 2C ws the nonth-end aporoached.
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At the Treasury bills auctions, changes in rates on bills for free
investment were small and generally downward. The discount rate rise seemingly
had no effect on these rates. Rates on 2-year bills held almost continously
at 3-1/8 per -cent, while those on 3-month bills eased and settled at 2 per cent

in November. (See Table 2.)

Yields on long-term bonds rose during the period under review, thus
reversing the downward trend of the first seven months of the year. In Nov-
ember, yields on public sector bonds (excluding Treasury bonds) averaged 17
basis points higher than in July, and the comparable increase in corporate

.yields was 13 basis points.

Prices of public sector bonds changed little in August and early
September, but the big Treasury bond flotation on September 23 had a depress-
ing effect. Yields rose from 5.37 per cent in the week ending September 13
to 5.49 per cent in the week ending September 27. (See Table 3.) Further
price declines pushed yields to 5.58 per cent in early November, after which
yields fell back slightly to 5.5L per cent.

Table 3, France: Long-term Bond Yields, 1962-63 1/

. 2 N
Public Sector —/ Corporate
Last full week of month ; "

"1962 - March 5.7k 6.2
June . 5.56 . 6.23
September - 5,50 6.10
December S.46 6.05

1963 - March 5.3 6.02
June . 5.38 6.05
September 5.49 595
October 5.53 6.08

Week ending (1963):

SeptemEer 13 5.37 5.95

20 5L5 5.97

.27 5.9 5495

October 25 5.53 6.08
November 1 5.58 L6416

8 5.58 6.11

15 5.5k 6,11

25 5.5L 6.13

1/ Redeemable bonds; excluding indexed and participating issues.
2/ Excludes Treasury bonds (which have income tax advantages).

Corporate yields did not change immediately following the Treasury
issue, but moved up in October. In November these yields fluctuated between
6.11 and 6,16 per cent, compared with a range of 5.96 to 6,09 per cent in
July. '
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Prices on the Paris stock market declined during most of the period

under review as investors interpreted bearishly several of the anti-inflation

“measures taken by the government. Prices rose in August, but declined 8 per
cent over the weeks between September 12 and November 29 to a new low for the
year. (See Table L.) Losses came to 1-1/2 per cent and 2-1/2 per cent,
respectively, in the immediate wake of the two an’ -inflation packages announced
September 12 and Wovember 1lli, There was no heavv selling at any time, but a
persistent absence of demand. The shock of President Kennedy's death was not
reflected in any sell-off in Paris. .

Table L. France: Index of French Stock rrices, 1962-63
(weekly index; December 29, 1961 = 100)

1962 - High (April 27) - 11L.8 1963 - Week ending:
Low (Nov. 9) 96.3 September 13 97.0
1963 - High (Jan. L) - 10h.6 20 95.2
Low (Nov, 29) 89.3 November 8 92,5
1963 - Week ending: - 15 91.1
N “Jaly 26 9.7 22 90.3
August 30 99.L 29 89.3

Source: INSEX

Financial circles supported the stabilization measures as being in
the long run interests of the nation., But apprehension was voiced over the
possible effects on near-term profits., The plan has put ceilings on prices
{for an indefinite "temporary" time) while no action was taken to moderate

— the rapid uptrend in wage rates. The reductions in tariffs will increase
foreign competion in French markets. And there is some feeling that economic

- growth will be slowed by the monetary and fiscal restraints.

Increased activity in French security markets

Three developments have high-lighted new issue activity in recent
months:

a. The volume of new issues in the second quarter was well above

a year earlier evenexcluding the Treasury loan in MHay; -

- _ b, The Treasury in September issued its second long-term loan of
1963; and

c. The French capital market was opened up to limited foreign
borrowing in November.

Total net new issues in the April-June quarter of 3,76 billion francs
were €7 ver cent greater than in the second quarter of 1962. -After allowing
for the Treasury's 1 billion franc issue of May 20, the remaining net issues
of 2,9€ billion francs were still 25 per cent greater than a year earlier,

{See Table 5.) VYields to the lender on the principal second-quarte: bond issues

=
(@]
=
=
]

1
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1/

are also shown in Table 5. =

Table 5. France: Net New Security Issues, 1962-63
(In millions of francs)

I. Issues by Sector

1962 1963
I i i il

Treasury _— oy priw 1,000
Public authorities -— 10 - 250
Public credit institutions 900 550 1,050 700
National enterprises ) 1,010 1,530 1,3L0 330
Competitive sector 1,210 1,530 1,190 1,680
Stocks ( "880) (1,030) ( 860) (1,260)
Bonds (. 2h0) ( Lho) ( 260) -( 3Lo)
Participations (. 90) (. 60) (__10) (_ 80)
Total 3,120 2,370 3,580 3,960

II, Yields to Lender on Major Loans, Second Quarter of 1963

Groupement des industries agricoles, alimentaires,

et de grande consommation "G.I,A.C." 5.70
Crédit National . 5.60
Compagnie Générale d'Electricité 5.69
Treasury (coupon rate 4-1/L per cent) v L.L9
Groupement des industries mécaniques "G.I.M.E.C.A." 5.70
P.T.T. (gov't postal and telecommunications agency) 5.60

;f Interest exempt from personal income tax.
Source: Conseil National du Crédit

The second Treasury loan of 1963 floated on September 23 (the
second since 1958) was designed, as was the May loan, to absorb purchasing
power. The September loan was for 2 billion .rancs (twice the size of the
May loan) for 20 years, and was sold at par for cash.only. The coupon rate
rises from li-1/L per cent in the first 10 years to L-3/L per cent in the
last ten. Redemption will be by lot over the second 10 years, and the re-
demption price rises from 105 in the eleventh through fifteenth year to
107-1/2 in the final five years. Again, there is a large tax advantasze to
the investor, as interest is exempt from personal income tax in the first
4 10 years. The loan was fully subscribed.

On November 1li, the Finance Minister announced that France was
abandoning its long-standing total prohibition of foreign flotations in Paris.
International institutions have already begun to borrow, and later foreign

1/ The coupon rate on the ’h'eésxu'y May loan is L-1/ly per cent, and not
T-1/2 per cent as reported in the paper in this series dated August 7, 1963.
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governments will be permitted to raise long-term funds in France. It is not
known how liberal the authorities will be in terms of the amount of loans they
~will sanction, or whether private borrowers will ultimately be given access
also, ;

The first loan is being vlaced by the European Investment Bank for
60 million francs ($12,1 million) for 20 years beginning December 20, 1963.
The coupon rate is 5 per cent, but the bonds were offered at 94.5 for payments
received by December 20 and at 94.9 for payments received by January 20, 196L.
Subscriptions, which opened on November 25, are restricted to French insurance
"companies and other institutional investors, but the bonds will later be traded
on the Paris Bourse. One-fourth of the bonds will be retired at par at the
end of 5, 10, 15 and 20 years; at the end of the tenth year, bondholders may
obtain advance repayment of the remaining obstanding bonds at a price of 98.33
and surrender of the tenth year's 5 per cent annual coupon. If bondholders
do not exercise this privilege and if they pay for the bonds by December 20; ™
the average yield to maturity at time of issue works out at 5.73 per cent.
This is very close to yields on recent new issues of public sector bonds in
France (excluding Treasury bonds, which have income tax advantages).

Earlier, on September 22, the authorities gave permission for the
creation of open-end investment trusts in accordance with the recommendations
by the Lorain Committee last June to increase the flow of French savings into
long-term securities. The legal provisions for these trusts are more liberal
than was expected. At least 30 per cent of total assets must be in some
combination of corporate bonds, government bonds, Treasury bills, and bank
deposits (all denominated in French francs). At least 90 per cent of all
assets must consist of these items plus other negotiable securities quoted on
a stock exchange, either in France or abroad, and not_necessarily denominated
in French francs. These provisions allow amole scope for purchases of foreign
issues., (Individual investors are free to purchase foreign securities.)

Reserve accruals vick up again in November

official reserve accruals slowed down atruptly in September
increased again in Novemter. Although the balance of payments
ve been reduced, there is no evidence that it nas moved into

3s some French repcris have implied.
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Table 6. France: Reserves and Balance of Payments 5 1962-63
(In millions of dollars)

Change in: i
Ad justed / Commercial banks' Balance of pay-
official reserves~ net foreign position ments surplus

1962
Qtr. I +26L . -1 Loo
I1I - 413 - 89 389
111 +403 --h3° 286
v +198 + Lo 210
1963
Qtr. I +388 -157 217
11 +325 + 20 Loo
III +318 - Lo i Nede
July +183 -109
August + 81 +76 '
i September + 5l -7 > nN.as
§ October + 17 Neae
i November + 79 nea.

I/ Adjusted for changes in IMF position, advance debt redemption, subscriptions
To international organizations by franc area countries of $22 million in
September 1963, and transfer of $8 million of IBRD certificates out of reserves
in April 1963.

Sources: Ministry of Finance, IMF and OECD.

as On August 7 the French authorities adopted more stringent criteria
P on foreign borrowings by French business firms. Under the tighter regulationms,
fewer new loans were allowed and maturing loans could not be renewed. Earlier
such borrowing had greatly increased when domestic credit celhngs were -placed
on French banks.

%e In addition, leads and lags in trade payments (which earlier
nad teen very faverable to France) shifted against her.

customs siatistics, payments
for imports id receipts from exports (11 per
cent), and the st "r'n'*us on services was also reduced. 3ut private long-term
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S capital inflow increased from S17L million to $268 million, because of heavy
repatriation of French capital abroad in the form of securities and loans, and
the surplus on errors and omissions jumped from $70 million to $137.

The surplus in the third quarter of 1963 may be estimated at $278
million on the basis of a $318 million adjusted increase in official reserves
and a 30 million increase in the net foreign liabilities of the commercial
banks., This estimated figure is nearly idéntical with the $286 million actual
surplus realized in the third quarter of 1962.

. _-After seasonal adjustment, France's foreign trade balance worsened
severely in September and again in October. The deficit (imports valued
c.i.f,) rose from an average of $20 million in July-August to $83 million in
September and 3122 million in October. Imports in October were up 17 per cent
from July-August, a jump which came on the heels of the tariff reductions in
mid-September., October exports were up 3-1/2 per cent over July-August.

Because the unadjusted trade balance showed little variation in
these montis, trade movements apparently played little role in the September-
October slowing of reserve gains,

The exchange rate for the franc slipped below its upper limit
against the dollar on September 2l and continued to trade just below the ceil-
ing through October 2L, It returned to the upper limit on October 25 and
remained. there through November.

The price of the Napoleon gold coin rose from L1.60 francs on July 24
to L2.80 francs on November 27, an increase of 2.9 per cent. In early
September the approach of the IMF annual meeting engendered uneasiness over
the gold content of the dollar which caused a rise in Paris gold prices. Most
of this rise was erased upon the announcement of French stabilization measures
on September 12. A new outburst of strikes in the public services in France
was believed to be behind a firming of prices in late October and early
November,

European and British Commonwealth Section
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INTERNATIONAL MONEY MARKET YIELDS FOR U.S. DOLLAR INVESTORS
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INTEREST ARSBITRAGE, UNITED STATES / CANADA

| Thursday fig Par cont per annum

T T 7 T L T T
| 3-MONTH TREASURY BILL RATES
- ‘
P |
y e
I\-W Pos
Sl —
A,\;a——,.,-/\“-~""f’~"""
N, i URITED STATES
2
Lttt eiptt 1 1 T A I T A O I A ')
T T T T T T T T T T T [
RATE DIFFERENTIAL AND FORWARD CANADIAN DOLLAR -
1
+
— 3 o
A4 M. N
\ /J‘T‘/“NV"J -
" IJ FORWARD RATE
|A fo Discount =
] 2
lllllllll!llilllllllJ A1t J.I LLldt

JE g | T T T T T T T T I
RATE DIFFERENTIAL WITH FORWARD EXCHANGE COVER

TUREENNNEN )

ll]l]lllIL_LIII,'-(—‘i,l_L_LlllllIll|||:-
) s )

j)__ N ] ] ) s ] L]
. 1m0 1962 L e 1964
Digitized for FRASER

http://fraser.stlouisfed.org/

Federal Reserve Bank of St. Louis



Chant 3

INTEREST ARBITRAGE, NEW YORK/LONDON
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INTEREST ARBITRAGE FOR GERMAN COMMERCIAL BANKS
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SHORT-TERM INTEREST RATES X
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Chart 7
INDUSTRIAL STOCK INDICES
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Chall 8

SPOT EXCHANGE RATES - MAJOR CURRENCIES AGA!NST U.S. DOLLAR ber cont
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Chart 9
3-MONTH FORWARD EXCHAN
Fridoy figures

AGAINST U.S. DOLLARS

GE RATE
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