The free movement of Europe’s
citizens 1n question

By Gérard Cornilleau

The British election has reignited the debate on the free
movement of EU citizens within the Community. The fact that in
less than 10 years the number of people originating from
Central and Eastern Europe (mainly Bulgaria and Romania) has
increased tenfold in the UK, rising, according to Eurostat,
from 76,000 in 2004 to 800,000 in 2013, is undeniably behind
this new unease around intra-European migration.

Further fuelling this debate over permanent migration is the
issue of the free movement of seconded workers who travel to
take up jobs in a country other than their country of
residence with no justification other than the possibility of
reducing labour costs by avoiding paying social security
contributions in the host country.

EU legislation on the movement of citizens within the
Community is ambiguous. On the one hand, workers have an
absolute right to free movement, but this right is limited for
the inactive population because in principle it should not
lead to social expenditures by the destination States.
European populations must thus remain socially connected to
their State of origin. In theory, “social benefits tourism” 1is
impossible, and not only are the Member States in no way
compelled to take in hand intra-EU migrants, they are even
entitled to expel them if their stay lasts more than 3 months
and does not exceed 5 years. This was the holding of the
European Court of Justice in a ruling on 11 November 2014, in
the Dano case, named after a Romanian national living 1in
Germany who was denied social assistance for herself and her
son. The European Court held that she could not herself meet
her own needs or those of her family and she was not looking
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for work. In these circumstances she did not have a right to
residence in Germany or to the benefits of social assistance.
The European Court recalled that European legislation on the
freedom of movement was aimed at preventing EU citizens from
other Member States from becoming an “unreasonable” burden on
the social assistance system of the host Member State.

The available data on migration between European countries are
relatively disparate and often incomplete. What is known is
that there is little migration of inactive people who may be
motivated by the pursuit of non-contributory social benefits.
The same is essentially true for the migration of active
workers. Europe remains in effect partitioned into linguistic
blocs that limit the permanent movement of people between
countries. Compared to the geographic mobility seen in the
United States, the European Union is characterized by a low
level of internal migration. While the statistics are not
definitive, current assessments indicate that in the 2000s
internal mobility was about 10 times lower in Europe than in
the US: between 0.01 and 0.25% of the population of EU
countries immigrated annually in the major European countries,
in contrast to 1 to 1.7% in the US[1l]. Since then, population
movements have, it seems, increased a little in Europe while
slowing in the US, but there has not been the kind of
turnaround that would call into question the diagnosis that
there is structurally less mobility in Europe.

As for the migration of inactive people, which is provoking
fear of an increase in “benefit tourism” motivated by the
search for generous non-contributory social assistance, the
available data show that the potential for this is extremely
low. A recent report for the Commission[2] estimates the
population of non-active intra-European migrants at between
0.7% and 1% of the overall population in the major countries.
Consequently, the share of social benefits paid to the
corresponding population is extremely low. As a significant
proportion of inactive migrants consist of students and
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retirees who have a sufficient income, the issue of benefit
tourism therefore seems merely anecdotal.

While it is strict for the economically non-active, European
legislation, which is very oriented towards free trade,
promotes social competition between the Member States through
a right to the secondment of workers from one country to
another that 1is clearly too lax. This legislation was
initially designed to promote the non-permanent mobility of
corporate executives who wished to continue to benefit from
the social security cover of their country of origin in the
event of a long-term mission. But since the opening to Eastern
Europe, some business sectors have made increasingly massive
use of the possibility of hiring workers from other countries
and paying low social contributions in the countries of
origin, with no justification due to labour shortages or
greater productive efficiency. In France, 10% of the workforce
in the meat industry is now on secondment from other European
countries. One hundred thousand construction workers, out of a
workforce of 1.8 million workers, are in the same situation.
Their labour cost is 20 to 30% lower than for nationals. In
addition, due to the difficulty of checking on the payment of
social contributions in their country of origin, many of these
workers are in an irregular status. The Commission has of
course proposed technical measures to more thoroughly verify
the activity of the businesses seconding the workers as well
as the payment of their contributions, but in all likelihood
this will not be adequate to stem the strong growth of a
movement that has its source directly in social competition.

What all these issues have in common is the demand for
solidarity between European states, especially in deeds.
Migratory movements, whatever their nature, tend to balance
divergent developments in the labour market and the
distribution of the population around the territory of the EU.
There is no reason in principle to oppose greater mobility. On
the contrary, given the current imbalances between European



countries, increased mobility should be encouraged — without,
of course, abandoning the macroeconomic, monetary and fiscal
policies that represent the most effective tool for combatting
economic divergences.

But an accommodative policy on mobility implies a distribution
of immediate costs that cannot be accomplished without at
least a minimum of convergence in the systems both for
providing support to those who are worst off and for sharing a
certain amount of resources. Clarifying the rules on social
competition is also essential.

To avoid having mobility motivated solely by the search for
lower labour costs, the principle of equal treatment of
workers within a given country needs to be applied strictly.
This implies that in the case of secondments, the social
contributions should be levied at the rate of the country in
which the employee is actually working. The amount of the
contributions collected by the social security and tax
authorities of the host country could be returned to the
country of origin. There are two possible scenarios: if the
contributions received exceed those that would have been paid
without the secondment, there is no problem in financing the
benefits paid to the seconded employees. In the opposite case
(employees of large corporations in the richest countries
seconded to poorer countries), an additional assessment could
be imposed by the country of secondment. The principle of
equal treatment of local and seconded workers is compatible
both with a lack of direct social competition and with
maintaining the rights of employees.

Lowering the barriers to the free movement of all EU citizens
would on the other hand be greatly facilitated by the
implementation of a plan to bring about a convergence 1in
minimum compensations, whether we are talking about wages or
social welfare. The establishment of a European minimum wage
and a European minimum income would eventually eliminate
social competition and do away with concerns that migration



might be motivated solely by the search for non-contributory
benefits. Furthermore, helping living standards catch up over
the longer term would certainly be a way to strengthen
confidence in the European Union project.

In the shorter term, solidarity between States must go hand in
hand with loosening constraints on migration. This implies
that States likely to take in citizens who are eligible for
non-contributory social benefits should receive financial
assistance from the Commission. This assistance could involve
setting up a new European social budget that would cover the
financing of a certain number of social minima. The EU budget
could be increased by an additional 0.25 percentage point of
GDP. Consideration should be given to whether a project like
this for the partial Europeanization of social policy would
benefit from such an increase in the EU budget. But other
possible transfer mechanisms that would ensure financial
solidarity between States for any non-contributory benefits
paid to migrants could also be considered.

If we are to avoid States retrenching within their own borders
and, ultimately, the long-term weakening of the European
project, which was a contrario based on a desire for openness,
it is undoubtedly time to revise a few principles and to
establish a proactive programme for social convergence and for
pooling the immediate costs that may result from mobility.

[1] See Mouhoud E.M and OQOudinet J. (2006), “Migrations et
marché du travail dans l'espace europée” [Migration and the
labour market in the European spacel, Economie
internationale, no. 105. Also see Xavier Chojnicki (2014),
“Les migrations intra-européennes sont d’ampleur limitées et
se concentrent sur les grands pays” |Intra-European migration
is limited 1in scale and concentrated in the big
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countries], Blog du CEPII, Post from 4 September 2014. For a
fuller analysis, see Ettore Recchi, Mobile Europe, The Theory
and Practice of Free Movements in the EU, Palgrave Macmillan,
London, 2015.

[2] See "Fact finding analysis on the impact on Member States’
social security systems of the entitlements of non-active
intra-EU migrants to special non-contributory cash benefits
and healthcare granted on the basis of residence”, DG
Employment, Social Affairs and Inclusion via DG Justice
Framework Contract, Final report submitted by ICF GHK in
association with Milieu Ltd, 14 October 2013.

Why not Sundays - but at what
price?

By Gérard Cornilleau

With respect to opening DIY stores on Sundays, one aspect of
the issue has never been raised. It nevertheless concerns the
majority of customers who shop on weekdays during the day. If
stores keep their doors open late or outside traditional work
days, the labour costs will rise and the structural costs will
fall. The rise in cost is due to the wage compensation to be
paid to employees who agree to work outside normal hours. It
is now clear that such compensation is necessary. The current
discussions between the trade unions and the high street
chains will undoubtedly lead to an increase in compensation,
with wages likely to be doubled for those working Sundays.
Evening work, after 9 pm, will also be compensated. Otherwise,
the number of “volunteers” is likely to fall drastically. Nor
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does anyone really want to argue about whether such
compensation is “fair”[1l]. The reduced structural costs (due
in particular to lengthening the duration of capital
utilization) should be accompanied by a redistribution of
business between neighbourhood shops and the large retailers:
as it is unreasonable to expect a higher volume of sales[2],
the extension of hours should strengthen the trend towards
business concentration, with fewer stores open longer. From
the perspective of well-being, this development should be
favourable to those who want to shop outside normal times, and
can, and unfavourable to those who prefer to do without a
local service on a human scale, or would find it difficult to
do so, such as the elderly.

This raises the issue of compensating “loser” customers who do
not wish to shop outside traditional hours or in less
accessible stores. It is not acceptable that in the absence of
price discrimination, the customers who demand to be served at
night or on Sundays are subsidized. This existence of an
implicit subsidy like this is also unjustified from a strictly
economic perspective: in order for consumer choices not to be
biased, they must bear the cost of the service they want. In
other words, Sunday and late night consumers should pay a fair
price for the service they use, and the extended hours should
not come at the expense of other consumers [3]. Fortunately,
there is a simple solution to this problem: a mandatory fixed
coefficient could be applied to the price of purchases made
after 9 pm or on Sundays [4]. From then on consumers can
choose freely whether to buy during normal hours at the
current rate, or outside these hours at the higher rate.
Detailed statistical work would be needed to determine the
amount of the increase, but it is possible to give an order of
magnitude: since trade margins are close to 1/3 and payroll
accounts for about 60% of the cost of the business operations,
a minimum increase of approximately 15% would be required to
account for the doubling of wages on Sundays and after 9pm.
Furthermore, to compensate for the potential loss of well-
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being due to the impact of non-standard shopping hours in the
commercial facilities, a coefficient of 20% seems reasonable.
Once store customers pay for the extra service they want, i.e.
shopping on Sundays or evenings, it would be possible to agree
for traders to freely choose whether or not to open, under the
same conditions as today of paying compensation and of
verification of the “voluntary” nature of the work outside
standard working hours. Based on customers’ response to this
price discrimination, the store’s choice of whether to open
would be made on a rational basis, without penalizing those
that do not do business outside regular hours.

This solution is extremely easy to apply since it would
involve only a very slight change in the software coding of
store tills. It would also be very easy to verify
implementation. It is compatible with greater business freedom
and fair compensation for employees. Nevertheless, this could
still be opposed for moving in the direction of disrupting
social time, which could be avoided only by binding
regulations. It seems to me that this could nevertheless be
tried out so as to accurately measure the need for opening
stores outside “normal” hours: if there are still many takers
despite a 20% hike in the bill, then that would indicate a
substantial need for longer opening hours. Otherwise, there
could be a return to a more satisfactory situation where some
stores (or parts of stores) open to meet marginal demand, with
most business, and therefore most working time, still focused
on the traditional work week and working hours.

[1] Many professions charge premium rates on Sundays without
anybody questioning the legitimacy of this practice. This 1is
particularly the case of the medical profession. If sometime
in the future work on Sundays were to become “commonplace”,
the Sunday price increases could be called into question,
including for those professions. On the other hand, increases
for night work would continue to be justified by the highly
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negative impact on health.

[2] See the contribution of Xavier Timbeau
(http://www.ofce.sciences-po.fr/blog/never-on-sunday/)

[3] The prices in stores open on Sundays and at night, such as
neighbourhood convenience stores, are already well above
average, which avoids excessively subsidizing “non-standard”
customers. The higher prices in these shops are readily
accepted because they correspond to a specific service. But 1in
the case of a general elimination of regulations on working
hours, it is unlikely that stores in traditional channels
would spontaneously introduce price discrimination.

[4] This increase is not a tax. The formula associated with
this would constitute income for the store, which would be
strongly encouraged by competition to lower overall prices.

Should spending on
unemployment benefits be cut?

By Gérard Cornilleau

The Cour des comptes [Court of Auditors] has presented a
report on the labour market which proposes that policy should
be better “targeted”. With regard to unemployment benefits in
particular, it focuses on the non-sustainability of
expenditure and suggests certain cost-saving measures. Some of
these are familiar and affect the rules on the entertainment
industry and compensation for interim employees. We will not
go into this here since the subject is well known [1]. But the
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Cour also proposes cutting unemployment benefits, which it
says are (too) generous at the top and the bottom of the pay
scale. In particular, it proposes reducing the maximum benefit
level and establishing a digressive system, as some unemployed
executives now receive benefits of over 6,000 euros per month.
The reasoning in support of these proposals seems wrong on two
counts.

In the first place, the diagnosis of the system’s lack of
sustainability fails to take the crisis into account: 1if
Unedic is now facing a difficult financial situation, this is
above all because of falling employment and rising
unemployment. It is of course natural that a social protection
system designed to support employees’ income in times of
crisis 1is running a deficit at the peak of a crisis. Seeking
to rebalance Unedic’s finances today by cutting benefits would
abandon the system’s countercyclical role. This would be
unfair to the unemployed and economically absurd, as reducing
revenues in a period of an economic downturn can only
aggravate the situation. In such circumstances, it is also
easy to understand that arguments for work incentives are of
little value: it is at the top of the cycle, when the economy
is approaching full employment, that it makes sense to raise
the issue of back-to-work incentives. When the economy is
bumping along the bottom, encouraging a more active job search
may change the distribution of unemployment, but certainly not
its level.

The current deficit in the unemployment insurance system
simply reflects the situation of the labour market. A few
calculations can help to show that the system’s generosity is
fully compatible with financial stability in “normal” times.
To establish this, we simply measure the impact of economic
growth, employment and unemployment on the system’s deficit
since 2009. In 2008, Unedic was running a financial surplus of
nearly 5 billion euros [2]. This turned into a deficit of 1.2
billion euros in 2009 and 3 billion in 2010, before recovering



somewhat in 2011 with a deficit of only 1.5 billion, which
then rose to 2.7 billion in 2012. For 2013, the deficit 1is
expected to reach 5 billion. The Table shows our estimates of
the impact of the crisis on the system’s revenues and
expenditures since 2009. The estimated revenue lost due to the
crisis is based on the assumption of an increase in annual
payroll of 3.5% per year (which breaks down into 2.9% for
increases in the average wage and 0.6% for rises 1in
employment) if the crisis had not occurred in 2008-2009. On
the expenditure side, the estimated increase in benefits due
to the crisis is based on the assumption of a stable level of
“non-crisis” unemployment, with spending in this case being
indexed on the trend in the average wage.

Table. Impact of the crisis on Unedic’s accounts

In killlons of euros

Impact of the crisis... Impact

- 0N FEVenue - 0N expenditure on the balance
2009 -1.8 +4,1 -5,9
2010 =21 +5,1 7.2
20m 2.6 +5,5 8,1
2012 -3,1 +6,5 0.6

Sowurce © Author's calculations,

The results of this estimation clearly show that the crisis is
solely responsible for the emergence of the substantial
deficit run up by the unemployment insurance system. Without
rising unemployment and falling employment, the system would
have continued with a structural surplus, and the reform of
2009, which allowed compensation for unemployed people with
shorter work references (4 months instead of 6 months), would
have had only a minimal effect on its financial situation.
There was no breakdown of the system, which was in fact
perfectly sustainable in the long term .. so long as counter-
cyclical economic policies are implemented that prevent a
surge in unemployment, whose sustainability is now undoubtedly
more of a concern than the finances of Unedic [3].

Based on a diagnosis that is thus very questionable, the Cour
des comptes has proposed reducing the generosity of
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unemployment benefits. Since it is difficult to put forward
proposals for cutting lower benefit levels, the Cour put more
emphasis on the savings that could be achieved by limiting
very high benefits, which in France may exceed 6,000 euros per
month for executives on high-level salaries that are up to 4
times the maximum social security cap, which in 2013 was
12,344 euros gross per month. In reality, from a strictly
accounting perspective, it is not even certain that this will
have positive effects on Unedic’s finances. Indeed, few people
benefit from these top benefit levels, because executives are
much less likely to be unemployed than are other employees. On
the other hand, their higher salaries are charged at the same
contribution rates, meaning that they make a net positive
contribution to financing the scheme. Calculations based on
the distribution of wages and of the benefits currently
received by unemployed people insured by Unedic show that
employees who earn more than 5,000 euros gross per month
receive about 7% of unemployment benefits but provide nearly
20% of the contributions. For example, we simulated a reform
that would bring French unemployment insurance into line with
the German system, which is much more severely capped than the
French system. The German ceiling is 5,500 euros gross per
month (former Lander), against 12,344 in the French system. By
retaining a cap of 5,000 euros gross per month, the maximum
net benefit level in France would be around 2,800 euros. Based
on this assumption, the benefits received by the unemployed in
excess of the ceiling would be reduced by nearly 20%, but the
savings would barely amount to more than 1% of total benefits.
On the revenue side, the lower limit would result in a
reduction in revenue of about 5%. The existence of a high
ceiling in the French unemployment insurance system actually
allows a significant vertical redistribution because of the
differences in unemployment rates. Paradoxically, reducing
insurance for the most privileged would lead to reducing this
redistribution and undermining the system’s financial
stability. Based on the above assumptions, shifting to a
ceiling of 5,000 euros would increase the deficit by about 1.2



billion euros (1.6 billion revenue — 400 million expenditure).

This initial calculation does not take into account the
potential impact on those whose unemployment benefits would be
greatly reduced. To clarify the order of magnitude of this
effect, which is, by the way, unlikely, we simulated a
situation in which the number of recipients of the highest
benefits would be cut in half (e.g. by a reduction in the same
proportion of the time they remain unemployed). Between the
new ceiling and the highest level of the reference salaries,
we estimated that the incentive effect increased linearly (10%
fewer unemployed in the first tranche above the ceiling, then
20% fewer, etc., up to -50%). Using this hypothesis of a high
impact of benefit levels on unemployment, the additional
savings on benefits would be close to 1 billion euros. In this
case, the reform of the ceiling would virtually balance (with
an added potential cost [not significant] of 200 million
euros). But we did not include the fact that the shortening of
the duration of unemployment compensation for unemployed
people on high benefits could increase the duration of the
unemployed on lower benefits. In a situation of near full
employment, it is possible to consider that the rationing of
employment results from the rationing of the supply of work;
in the current situation of a generalized crisis, the more
realistic case involves the opposite situation of a rationing
of demand for labour. Achieving budget savings by cutting high
benefit levels is not credible, at least if we stick to a
reform that does not change the very nature of the system.

One could of course obtain a more favourable result by
reducing only the cap on benefits and not the cap on
contributions. This would be very destabilizing for the
system, since it would strongly encourage executives to try to
pull out of a unified solidarity system that provides them
with reasonable assurances today through the acceptance of a
high level of vertical redistribution, while lowering the cap
on benefits alone would force them to insure themselves



individually while continuing to pay high mandatory fees. This
type of change would inevitably call into question the basic
principle of social insurance: contributions based on each
person’s means in return for benefits based on need.

The general economics in the Cour’s report on unemployment
benefits thus seem highly questionable because, by not taking
into account the effect of the crisis, it winds up proposing a
pro-cyclical policy that puts additional burdens on the
unemployed at a time when it is less possible than ever to
make them bear the responsibility for underemployment. As for
the key measure that challenges the compromise on high level
benefits, it would at best be budget neutral and at worst
destroy the social contract that today makes possible strong
vertical redistribution within the unemployment insurance
system.

[1] Unemployment insurance has a special scheme for interim
workers in the entertainment industry worth a billion euros
per year. It would obviously be sensible for this expenditure
to be borne by the general budget and not by Unedic.

[2] Excluding exceptional operations.

[3] On economic policy in Europe and the lack of macroeconomic
sustainability, see the initial report of the Independent
Annual Growth Survey project (IAGS)
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France-Germany: The big
demographic gap

By Gérard Cornilleau

The divergence in the demographic trajectories of Germany and
France will have a major impact on social spending, Llabour
markets, productive capacity and the sustainability of public
debt in the two countries. The implications are crucial 1in
particular for understanding Germany’s concern about its debt.
These demographic differences will require the implementation
of heterogeneous policies in the two countries, meaning that
the days of a “one-size-fits-all” approach are over.

The demographic trajectories of France and Germany are the
product of Europe’s history, and in particular its wars. The
superposition of the age pyramids (Figure 1) is instructive in
this regard: in Germany the most numerous generations are
those born during the Nazi period, up to 1946; then come the
cohorts born in the mid-1960s (the children of the generations
born under the Nazis). In contrast, in France the 1930s
generation is not very numerous. As a consequence, the baby-
boomer generation which, as can be easily understood, kicked
off earlier than in Germany (starting in 1945, at a time of a
baby crash in Germany that ended only in the early 1950s, with
the German baby boom peaking somewhat late, in the 1960s), was
limited in scale, as people of childbearing age were not
numerous. On the other hand, the birth rate in France slowed
much less in the wake of the 1970s crisis, and most of all it
has risen again since the early 1990s. This has resulted in
the fertility rate remaining close to 2 children per woman of
childbearing age, so that the size of the generations from
1947 to the present has remained virtually constant. German
reunification led to a collapse in the birth rate in former
East Germany, which converged with the rate in ex-West Germany
in the mid-2000s (Figure 2). Overall, French fertility has
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generally been higher than German fertility in the post-war
period, with the gap widening since the early 2000s. As a
result, the number of births in France is now substantially
higher than the number in Germany: in 2011, 828,000 compared
with 678,000, i.e. 22% more births in France.

Figure 1. Age pyramids in 2011
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Figure 2. Instantaneous fertility indicators in France and in Germany
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From a demographic standpoint, France and Germany are thus in
radically different situations. While France has maintained a
satisfactory fertility rate, almost sufficient to ensure the
long-term stability of the population, Germany’s low birth
rate will lead to a substantial and rapid decline in the total
population and to much more pronounced ageing than in France
(Figures 3 and 4).

According to the population projections adopted by the
European Commission [1], Germany should lose more than 15
million inhabitants by 2060, while France gains just under 9
million. By 2045, the populations of the two countries should
be the same (a little under 73 million), while in 2060 France
will have approximately 7 million more people than Germany (73
million against 66 million).

Migration 1is contributing to population growth in both
countries, but only moderately. Net migration has been lower
in Germany during the most recent period, with a rate of 1.87%
between 2000 and 2005 and 1.34% between 2005 and 2010 against,
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respectively, 2.55% and 1.62% in France [2]. The net migration
rates adopted by the European Commission for France and
Germany are similar, with a contribution to population
increase by 2060 on the order of 6% in each country [3]. The
UN [4] uses a similar hypothesis, with the contribution of
migration growing steadily weaker in all countries. This
reflects a general slowdown in overall international migration
due to rising incomes in the originating countries. In this
situation, Germany does not seem to have a large pool of
external labour available, as it has limited historical links
with the main regions of emigration.

Figure 3. Total populations in France and in Germany
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This inversion in demographic weight thus seems inevitable,
and it will be accompanied by a divergence in the average age
of the population, with considerably more graying of the
population in Germany than in France (Figure 4). By 2060, the
share in the total population of those aged 65 or older will
reach almost one-third in Germany, against a little less than
27% in France.
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Figure 4. Share aged 65 and over in the total population
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As a consequence, and in light of the reforms implemented in
the two countries, the share of GDP that goes to public
spending on pensions would increase a little in France and a
lot in Germany. According to the Report of the European
Commission (op. cit.), between 2010 and 2060 this share would
rise in France from 14.6% to 15.1% of GDP, up 0.5 GDP point,
but by 2.6 points in Germany, from 10.8% to 13.4%. This 1is
despite the fact that the German reform of the pension system
provides for postponing the retirement age to 67, while the
French reform postpones it only to 62.

Demography also has an impact on the labour market, which will
be subject to changing constraints. Between 2000 and 2011, the
French and German workforces increased by the same order of
magnitude — +7.1% in Germany and +10.2% in France — but while
in Germany two-thirds of this increase resulted from higher
labour force participation rates, in France 85% of the
increase was due to demography. In the near future, Germany
will come up against the difficulties of further increasing
its rate. Germany’s family policy now includes provisions,
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such as parental leave, which aim to encourage female
employment through a better reconciliation of work and family
life, but female participation rates are already high, so that
the problem now is more that of increasing the fertility rate
than the labour supply. France, which is starting from a lower
participation rate, especially because older workers leave the
labour market much earlier than in Germany, has greater
reserves to draw on. In recent years, the disappearance of
early retirement and the increase in the working years
required to receive a full pension have begun to have an
impact, with the employment rate of older workers rising
significantly, even during the crisis [5]. The employment of
older workers has also increased in Germany, but it is not
possible to continue to make significant increases in this
area indefinitely. The most likely result is a long-term
convergence in employment rates between France and Germany.
Ultimately, then, according to the projections of the European
Commission [6], the German participation rate is likely to
increase by 1.7 points between 2010 and 2020 (from 76.7% to
78.4%), while the French rate increases by 2.7 points (from
70.4% to 73.1%). By the year 2060, the French participation
rate will increase more than twice as much as the German rate
(4.2 points against 2.2). But France’s rate would still be
lower than Germany's (74.7% against 78.9%), meaning that
France would still have reserves to draw on.

This divergence in demographics between the two countries has
major consequences in terms of long-term average potential
growth. Again according to the projections of the European
Commission (which are based on the assumption of a convergence
in labour productivity in Europe around an annual growth rate
of 1.5%), in the long term potential growth in France will be
double the level in Germany: 1.7% per year by 2060, against
0.8%. The difference will remain small until 2015 (1.4% in
France and 1.1% in Germany), but will then grow quickly: 1.9%
in France in 2020, against 1% in Germany.
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Just as for the population figures, this will result in a
reversal of the ranking of French and German GDPs by about
2040 (Figure 5).

Figure 5. GDP in France and in Germany

Million euras, 2010
S000

4500

1500

Germany

2500

2000

1500

2010 2015 2020 2025 2030 2035 2040 2045 2050 2055 2060

SOufce; .I_.:.'rl.lll'li'-'.lll Lo rHS it

The demographic situations of France and Germany thus
logically explain why there is more concern in Germany than in
France for the outlook on age-related social spending. This
should lead to a more nuanced analysis of the countries’
public debts: given the same ratios of debt to GDP in 2012,
over the long term France’s public debt is more sustainable
than Germany'’s.

[1] Cf. “The 2012 ageing report”, European Economy 2/1012.

[2] Cf. United Nations, Department of Economic and Social
Affairs, Population Division (2011). World Population
Prospects: The 2010 Revision, CD-ROM Edition.

[3] Net migration 1is projected to be slightly higher 1in
Germany than in France, at a level of 130,000 per year in
2025-2030, but under 100,000 in France. But the overall
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difference is very small: in 2060, cumulative net migration
between 2010 and 2060 would increase the population by 6.2% in
Germany and by 6% in France (as a percentage of the population
in 2010).

[4]1 Op. cit.

[5] See the summary of changes in the labour force in 2011 by
the Insee: http://www.insee.fr/fr/ffc/ipweb/ipl415/ipl415.pdf

[6] Op. cit.

Is our health system 1in
danger? Reforming the
reimbursement of care (3/4)

By Gérard Cornilleau

Health is one of the key concerns of the French. Yet it has
not been a major topic of political debate, probably due to
the highly technical nature of the problems involved in the
financing and management of the health care system. An OFCE
note presents four issues that we believe are crucial in the
current context of a general economic crisis: the third issue,
presented here, concerns the reimbursement of health care, in
particular long-term care, and the rise in physician
surcharges.
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The reimbursement of care by the French Social Security system
currently varies with the severity of the illness: long-term
care, which corresponds to more serious conditions, is fully
reimbursed, whereas the reimbursement of routine care 1is
tending to diminish due to a variety of non-reimbursed fixed
fees and their tendency to rise. In addition to this
structural upwards trend there is a rise in non-reimbursed
doctor surcharges, which is reducing the share of expenditure
financed by Social Security. As a result, the share of routine
care covered by health insurance is limited to 56.2%, while
the rate of reimbursement for patients with long-term
illnesses (“ALD” illnesses in French) 1s 84.8% for primary
care [JOIl1]. This situation has a number of negative
consequences: it can lead people to forego certain routine
care, with negative implications for the prevention of more
serious conditions; and it increases the cost of supplementary
“mutual” insurance that paradoxically is taxed to help
compulsory insurance on the grounds of the high public
coverage for long-term illness. Finally, it puts the focus on
the definition of the scope of long-term illness, which 1is
complicated since in order to draw up the list of conditions
giving entitlement to full reimbursement it is necessary to
consider both the measurement of the “degree” of severity and
the cost of treatment. The issue of multiple conditions and
their simultaneous coverage by health insurance under both
routine care and long-term illness is a bureaucratic nightmare
that generates uncertainty and expenditure on relatively
ineffective management and controls.

This is why some suggest replacing the ALD system by setting
up a health shield that would provide for full reimbursement
of all spending above a fixed annual threshold. Beyond a
certain threshold of average out-of-pocket expenses (e.g.
corresponding to the current “co-payment” level) after
reimbursement by compulsory health insurance, which was about
500 euros per year in 2008[2]), Social Security would assume
full coverage. A system like this would provide automatic
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coverage of the bulk of expenses associated with serious
diseases without going through the ALD classification.

One could consider modulating the threshold of out-of-pocket
expenses based on income (Briet and Fragonard, 2007) or the
reimbursement rate, or both. This possibility is typically
invoked to limit the rise in reimbursed expenses. This raises
the usual problem of the support of better-off strata for
social insurance when it would be in their interest to support
the pooling of health risks through private insurance with
fees proportional to the risk rather than based on income.

The establishment of a health shield system also raises the
issue of the role of supplementary insurance. Historically
mutual insurance funds “completed” public coverage by
providing complete or nearly complete coverage of anything in
the basket of care not reimbursed by basic health insurance
(dental prostheses, eyeglass frames, sophisticated optical
care, private hospital rooms, etc.). Today these funds
function increasingly as “supplementary” insurance that
complements public insurance for the reimbursement of health
expenses on the whole (coverage of the patient co-payment,
partial refund of doctor surcharges). The transition to a
health shield system would limit their scope of reimbursement
to expenses below the fixed threshold. It is often assumed
that if mutual insurance were to abandon its current role of
blind co-payment of care expenditures, it could play an active
role in promoting prevention, for example, by offering
differential premiums based on the behaviour of the insured
[3]1. But where would their interests lie if the shield came to
limit their coverage beyond the threshold not covered by
public insurance? Even in the case of maintaining a
substantial “co-payment” beyond the threshold because of
doctor surcharges, for example, they would undoubtedly remain
relatively passive, and there would not be much change from
the situation today, which isolates them from the bulk of
coverage for serious and expensive diseases.
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A system in which public insurance alone provides support for
a clearly defined basket of care is surely better: this would
require that the health shield increases with income, with the
poorest households receiving full coverage from the first
euro. If affluent households decide to self-insure for
expenses below the threshold (which is likely if the latter is
less than 1000 euros per year), the mutual insurance funds
might withdraw almost entirely from coverage of reimbursements
of routine care expenses. On the other hand, they could
concentrate on the coverage of expenditures outside the field
of public health insurance, which in practice would mean
dental prostheses and corrective optics. They could intervene
more actively than now in these fields to structure health
care delivery and supplies. Their role as principal payer in
these fields would justify delegating them the responsibility
of dealing with the professions involved. However, this
solution implies that a system of public coverage would be
needed to give the poorest strata access to care not covered
by the public insurance system (in a form close to France’s
current CMU universal coverage system, which should however be
extended and made more progressive ). There is thus no simple
solution to the question of the relationship between public
insurance and supplementary private insurance.

The merger of the two systems should also be considered, which
in practice means the absorption of the private by the public.
This would have the advantage of simplifying the system as a
whole, but would leave partially unresolved the question of
defining the basket of care covered. It is quite likely that
supplementary insurance would relocate to the margins of the
system to support incidental expenses not covered by the
public system because they are deemed nonessential. The
reimbursement of health costs should certainly remain mixed,
but it is urgent to reconsider the boundaries between private
and public, otherwise the trend towards declining public
coverage will gain strength at the expense of streamlining the
system and of equity in the coverage of health expenditures.



[1] In 2008. This is a level of coverage that excludes
optical. Taking optical into account, the rate of coverage by
health insurance falls to 51.3% (Haut Conseil pour Ll’'Avenir de
L'Assurance Maladie [High Council for the Future of Health
Insurance], December 2011).

[2] HCAAM, 2011 (ibid).

[3] It is not easy to take into account the behaviour of the
insured. Beyond the use of preventive examinations, which can
be measured relatively easily, other preventive behaviours are
difficult to verify. Another risk inherent in private
insurance 1is that insurers “skim” the population: to attract
“good” clients, coverage is provided of expenditures that are
typical of lower-risk populations (for example, the use of
“alternative” medicines), while using detailed medical
guestionnaires to reject expenditures for greater risks.
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