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FRANCE: NOTES ON PROSPECTS FOR FINANCIAL STABILITY IN 1952-53

There is no marked historical bias for infiation in France,
Since” 1920 (and excluding the war years) the mumber of years of infla-
tion of the middle 20's, the price level of Franne'at the beginning
of the second world war was nol much above that of 1920, It should
not come as a shock, therefore, that France is. potentially able to
mnve swiftly from open inflation to stability or deflation, jnst a$‘it
did after the firsn world ware |

The Current Situation

After the 1as£ war, each of tne combattants, except the U. Se
wasvleft with a partially destroyed economy, the loss of foreign
holdings, an'overhang of exness,money, and unsatisfied demand for
consumer goods. In order to regain thein prewar standards of ]'
living, these countriés unaertook ﬁo make large internal investments
tn make good their material loséeé and restore their.préwar prbduc-
tivity. In such circumstances; it‘was npt surprising that suppressed-
or open inflation. developed in all ﬁhe_cdmbattant countries, just as
it had occurred after each majof war. ' Inflatinn, however, begets»
deflation. Five years of reconstruction and rebuilding have tended "
to wipg out the inflationary poténtial in most countries and create
the possibility of deflation. The position of France (along with -
other countries ) is now balsanced between,tnese opposing forces of
inflation and deflation in this transitional period.

Befqré examininé,the-probable trends, it would be useful to
reviewvthe eqonomic position in which France now finds herself as

revealed by widely used statistical indicators. The existing French
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economic séries, however, are not complete enough to permit an analysis

io fest on an examination of the statistics alone. The existing series,
however, indicate that France has now reached a position between inflation
and deflation. _

l. Prices - The upward price trend was slowed in 1949 but not
stopped. This can be seen graphically from Chart I. However, while in
past years, almost ali types of prices moved togéthér and upward;

indicating a basically inflationary situation, the pricé changes during

1949 show individual patterns based largely on changes in import prices

(viz: textiles) or harvest conditions (viz: potatoes). From Table IA
it can be seen that, exclusive of food items, vhich are affected by the
weather, all other items have risen less or fallen more iﬁ the past
year than in-the previous: year. Thus, price movements lend themsélves
to an interpretation of a tendency toward stabilization in the basic
economic forces superimposed on a rising cost structure. 4

2.. Industrial Production - Industrial production has not been
able to regain its peak raté éttained in May, 1949. Prior to that
month, French industrial production had advanced steadily, with breaks
caused only by strikes, summer vacations, ané other.external factorse.
The summer drop in 1949 can only partl& be attributed to vacations. .
The failure to regain the May beak indicates that marketing problems
are becoming increasingly important.

3. Monex.Supply_— The chaqges in money supply show that, as of
February; 1950, the fate of increase at which money was being created.

had slowed down somewhat, and even reversed itself in 1950, Table II,
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which shows the change in the monej nupply, based on Tabié F-2 in
French Data Book, indicates that the sloWing down nf the rate of money
creétion‘was marked in September—November 1949vand in December, 1949-
February, 19500 In addition to the slowing down of mdney creation,
there was apparently'a growth in cash balances (analysed by the French
in CE(50)29/05,6th Aprll 1950), as indicated by bank check circulation

figurés, While having little predictive value, the money supply figures

" indicate that France went through a deflationary period in the last few
months. | .

4. Unemployment - The rise in-the number of persons seeking jobs
and in the numben reneiving unemploynenf relief (see Table.lré in Frénch
.Datg Book) has been ffequently remarked on as a.forecast of bad times.
The rise in the number-of unfilled employment requests, however, can
partly'be explained by the rise in the sine of the labor force and the
elimination of black markets, whiéh released manpower; The fise in
the numbers of persons receiving unemployment aid may be explained
partly by the growth in the number of eligibles for unemployment rellef,

| and the rise in the number of unemployables. Part-tlmelunemployment does
not show a strong rise. The absoluté level of unemployment femains very
low (less than 1% of the vorlk force)s. Yet, after all the qualifications,
the steady rise in the number of persons seeking work indicates that
the inflationary perlod is overs | |

5 Bankrupt01es - The level of bankruptc1es has rlsen steadlly

and now exceeds the 1938 level. (See Table F-7 in French Data Book)

The comparison is not completely apt, however, since the number of
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enterprises now ig far greater than in 1938, and the present period was
preceded By a rash of new business startiﬁgs bj ihexperiénced persdnéo_
It is épparent, however, that some small éntefprises (which are the ones
almost entirely involved) are finding it profitable to close up and for
thé proprietor fo find wérk elsewhere, Whiie at present the number 6f
bankruptices is not too useful an eéonomic indicatér, it does ipdicate
an ené'to the postwar inflatioﬁ.

These five indicators, while they do not completely describe the
. economic situatioh, do reveal the ending Af one period of inflation.
‘ ) ' The French economy apparently began to drag in some sectorsvand has
' certainly.lost.vigor in otherse. ngever, statistical series have a
o way of reversing themselves without notice. An examination of future

trends must be made by looking at the basic factors.

\

| ' . :

| ' : FACTORS AFFECTING FUTURE FINANCIAL STABILITY
| )

~

The French government now hss éﬁfficient powers to cope with
“almost any inflstionary or deflationéry'movements arising from doméstic
causes, It gould nbt, of course, offset a world-wide depression orran
inflation caused by very heavy milita?y.expenditures accompanied by a
threat;of war. Fhrthefmore? there are political and economic institu-
tions which m;yvinhibit the full use of the'government'sbéowers. Yet,
the government's powers to relieve the symptoms of a domestic depre351on

or to restrict a domestlc inflation are no longer in doubt.

The major factors which. will affect financial stability in France

in the forseeable future are discussed briefly below. Together they

~
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indicate that aggressive and iﬁtélligent government action will be

' necessary to maintain financial stability (and economic growth) and

that, in the abéence of powerful external forces acting adversely'oq
the French économy, the government action can be.suééeséful.\

- 1. Investments -IAlthough the pfOpensity to save and to iﬁvest
now appear to be in balance, there are signs that élanned savings will
continue to increase while iﬁvestments fail to keep pace with planned
savings or even fall off. If either develops a deflation will result.

‘Up tb;now the government'has_finaﬁced ébout half of gross inveét—
ment in"France. With most of the Monnet Plan programs nearing c§mp1e-
tion, govermment investment is tending to decreaée, Whether private
finaneing will £ill this gap remains -to bevseen.’ The Ffench'entrepreneur
is consérvative in his investment policies and privatg'investment instie
tutions are not weil-developedo The-uncertéinty qf'ﬁrade liberalization

program may also have depressive effect on investment until fhe program

 is completed.

The govermment, however, very sensitive to unemployment and demands
for houding, could certainly increase the tempo of building in France

if deflation developed, as there is a itremendous need for new housing

- and schools. Other outlets of deficit financing, some of which could
be made through the nationalized industries, are available., Some deficit

- financing will probably be necessary to offset the increased planned

savings which results when a country's economic and political position
is improved.
2y Capital Flight - In the early postwar years, the flight of

capital may have deprivéd France of as much as a half-billion dollars

4
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bof goods yearly. It accelerated the inflation.  The potentialvfof such
demoralizing capital flight exists whenever vwar, or political or econamic'
'crisés threaten. In the present state of economlc and politieal condl-
tions, however, the probability of a renewed capital flight is not great
though a drastic change in world conditions could rapidly induce one in
France. , :
- 3e Fiscal'and Mbnefgry Administrative Efficiency - Althoﬁgh budget

' deficits and‘unlimitéd poyeré of mbﬁéy_creation by the banking system ;'
plagued French financial stability in the early_postwar'years, these
forces no longer are an inflationary threat. | |

(a) Fiscql,EfficiéncY - The traditional weakness of the French

fiscal machinery is well Imown, During 1949, however, the tax laws
were 81mp11f1ed and the staff of 1nspectors and the quality of. thelr
work were 1mproved, so that tax.revenue is expected to increase by over
300 billion francs in 1950 over 1949.-

Despite these improvements in collections, the figcal machinery.is
stili deficient. FVery important is the fact that tax yields are largely
propértional to the level of income, since the tax éystem is heavily
dependent on sales taxes; hence the tax system has a neutral iﬁstéad of
a counter-cyclical efféect on the level of ‘national income. In addition,
the borrowing power of the French treasury is limited by statute and by
péchologlcal ‘resistance. Hence, if deflationary tendenc1es develop,
the fiscal system may be too sluggish to respond by creating a large
enough deficit. Up to 1952/53, however, during which time substantial
goverrment investment will continﬁé, the fiscal system will probably be

biased toward deficit financing, particﬁlarly, as the amount of counterpart
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funds releaéed to the French tréésury declines.. This should help
'.¢ounterbalance'deflationary dangers. ' v |

(b) Monetary Efficiency - French monetary contrdls have
been greatly improved since the imposition of quantitative and other
controls on credit in September, 1948. The monetary controls operated
in a flexible but logigal'manner. Monetary controls,vhoquer, are of
little value in getting a country out of deflatione  For-the ne%t_few'
years, ﬁowever,vmonetary qontrols strengtheﬁéd through ECA's cohtroi
of counterpart, should definitely be of value in forestalling inflation.,

| 4e Costs - In addition to the basic forces already considered,
- there are several elements of the financial stability picture which
operate through their effects oﬁ costs,

(a) Devaluation — The effects of the recent French revalus-
tion of ité,currenéy have thus far worked themselves out without
notably disturbing the French cost sﬁructure. With a smgiler percentage
of its national production directly related &o world trade;FTénce is in

- a more protected position than thg U.K, |

(b) Wage Changes - A new minimm wage of under 15,000 francs

for the Paris area, and lesser miniha for other areas, now being con-
sidered, may raise the averagevﬁage level by 5 percent. Since the fecént
wage rises have not satisfied the workers, additional deyénds will be
madé for wage increases, but these will prbbabry be kept to moderate
dimensions. Some sligh£ price rise, as‘g result of theée, and the
previous 1950 wage rises, should be expected, but an inflationary spiral
should not result undef present business conditioﬁs. While workers will
qohtinue‘to demand wage increases in the following.year, the relatively

weak bargaining power of the workers éompared to the power of the
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employers, and the desire of the government to maintéin‘price stability

will probably keep wages in line with advancing-px‘oductivitye

5. Ih.ll_‘b_ax:y Expenditures - Probable increases in mlhtary expéndi—
tures for Indo~China and nore cgrtaii} forseeable increases under MDAP
are not ]ikely to be significantly large. Howevexj, F&-énch" stabiliz'étioﬁ
will .remain provisional_ and capéble of being upset by unforseen increaée's

in military expenditures.

DRE/WEER - AReifman:MBurk:sy
June 2, 1950
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FRANCE
WHOLESALE PRICES
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Table 1
WHOLESALE PRICES BY COMMODITY GROUP

Index 1938 = 100

March March" - March = .  Percent Change
148 1949 1950 1948 - 1949 1949 - 1950
A1l Comodities - 1,53 1,872 2,101 £ 21.9 4 12.2
{ General Food | 1;554 1,616 1,950 4 40 A 20.7
Cereals 1,044 1,271 1,338 £ 20,0 £ 5.3
 Meat and Fats S L,9%5 1,925 1,695 0 - ~ 12.0
Dairy , 1,603 1,891 2,295 £ 18.0 £ 21.4
Other Food | 1,853 . 1,569 2,666 - 15.3 # 70.0
General Raw Materials 1,533 2,127 . ‘2,3_15 A 387 # 8gé
Coal | 1;585 1,989 2,035 £ 25.5 4 2.3
; Metals 1,780 2,069 1,975 £ 162 = L5
Textiles : 1,580 2,660 3,538 £ 68.3 £ 33.0
Chemicals 1,73 2,817 2,818 £ 62,3 —
Building CoL28, 1,54 1,516 £ 19 -
General Semi 1,503 2,127 2,189 A 415 4 2.9
. Metals 1,739 2,083 2,076 £ 19.8 - 1.6
Textiles 1,667 2,950 3,301 4 7.0 4 119
Chemicals | 938 1,157 1,198 £ 23.3 A 3.5
Yumber Lm0 1,87 1,847 £ 5.5 -
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Table II
QUARTERLY CHANGE IN TOTAL MONEY SUPPLY

(billions of francs)

1946 £ 83
1947 Y
1948 4 126
 2nd - 35
3rd 4 204
4th | ; £ 219
1949 £ 134
1st - 17
2nd £ 128
3rd £ 239 i
Sept~Nov A 23
Lth | £ 185

Dec.19/8=Feb.1950 . - 19
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