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This text summarizes the OFCE’s economic forecast for the
French economy for 2015-2017

After a hesitant upturn in the first half of 2015 (with growth
rates of 0.7% and 0% respectively in the first and second
quarter), the French economy grew slowly in the second half
year, with GDP rising by an average of 1.1% for the year as a
whole. With a GDP growth rate of 0.3% in the third quarter of
2015 and 0.4% in the fourth quarter, which was equal to the
pace of potential growth, the unemployment rate stabilized at
10% at year end. Household consumption (+1.7% in 2015) was
boosted by the recovery in purchasing power due in particular
to lower oil prices, which will prop up growth in 2015, but
the situation of investment by households (-3.6%) and the
public  administration  (-2.6%)  will  continue  to  hold  back
activity. In a context of sluggish growth and moderate fiscal
consolidation, the government deficit will continue to fall
slowly, to 3.7% of GDP in 2015.

With GDP growth in 2016 of 1.8%, the year will be marked by a
recovery, in particular by rising corporate investment rates.
Indeed, all the factors for a renewal of investment are coming
together:  first,  a  spectacular  turnaround  in  margin  rates
since mid-2014 due to a fall in the cost of energy supplies
and  the  impact  of  the  CICE  tax  credit  and  France’s
Responsibility  Pact;  next,  the  historically  low  cost  of
capital, which has been helped by the ECB’s unconventional
monetary policy; and finally, an improvement in the economic
outlook.  These  factors  will  lead  to  an  acceleration  of
business investment in 2016, which will increase by 4% on
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average over the year. Household consumption should remain
strong in 2016 (+1.6%), driven by job creation in the market
sector and by a slight fall in the savings rate. Fuelled by
the  rise  in  housing  starts  and  building  permits,  housing
investment will pick up (+3%), after shrinking for four years
in a row. Foreign trade will be boosted by the impact of the
euro’s  depreciation  and  the  government’s  competitiveness
policies, and will make a positive contribution to growth
(+0.2 GDP point in 2016, the same as in 2015). Once the impact
of  the  downturn  in  oil  prices  has  fed  through,  inflation
should be positive in 2016, but still low (1% on an annual
average, after two years of virtual stagnation), a rate that
is close to underlying inflation. The pace of quarterly GDP
growth  in  2016  will  be  between  0.5%  and  0.6%:  this  will
trigger a gradual closing of the output gap and a slow fall in
the unemployment rate, which will end the year at 9.8%. The
public deficit will be cut by 0.5 GDP point, due to savings in
public spending, notably through the contraction of public
investment (-2.6%), low growth in government spending (+0.9%),
and the impact of the rise in tax revenues as the economy
recovers.

Assuming  that  the  macroeconomic  environment  remains
favourable, the output gap is expected to continue to close in
2017. With GDP growth of 2%, the government deficit will fall
further to 2.7% of GDP, passing below the 3% bar for the first
time  in  10  years.  Under  the  impact  of  the  government’s
employment policies and the absorption of the overstaffing by
companies, the unemployment rate will continue to fall, to
9.4% of the active population by the end of 2017.

 



The  upward  drift  in  senior
unemployment  continued  in
August
Analysis and Forecasting Department (France team)

The figures for the month of August 2015 published by France’s
Pôle Emploi job centre show a significant increase in the
number of people registered as Category A (+20,000), i.e. an
additional 156,000 job seekers over one year, following two
months of relative stability. While this figure is undoubtedly
disappointing,  the  uncertainty  surrounding  monthly
fluctuations in enrolment at the job centre should not be
forgotten. Despite the downturn in the numbers registered in
categories B and C in the last month (-11,600), the number of
job seekers who have carried out an active job search has
risen by nearly 332,000 since August 2014.

This figure nuances the publication of the unemployment rate
as defined by the International Labour Office (ILO), which
gives a less negative image of the French labour market. This
statistic points to a slight fall in the unemployment rate in
the first six months (-0.1 point), largely due to shrinkage of
the labor force (-0.2 point).

Beyond  the  total  figure,  the  data  published  for  August
confirms  the  divergences  observed  between  different  age
groups. While up to September 2010 the number of people aged
50 or over registered in Category A at the job centre was
lower than for the under 25 age group, there are now 330,000
more unemployed seniors than unemployed youth (graph). The
increase in this gap since 2010 is due to several factors. The
implementation of a series of pension reforms (2003, 2010),
coupled with the elimination of exemptions for seniors on job-
seeking, has led to a longer duration of employment and a
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later statutory retirement age. In a context of weak growth,
the  rise  in  the  rate  of  senior  employment  has  been
insufficient to absorb the growth in the workforce for that
age group, resulting in a higher unemployment rate for the
over 50s.

The weaker increase in the number of unemployed youth is the
result of two main factors. First, the employment policies
implemented  since  2013  have  targeted  youth  in  particular,
including the emplois d’avenir programme. Second, the weak job
creation in the market sector has mainly taken the form of
temporary jobs (CDD fixed-term and temporary contracts), an
area in which young people are heavily represented (34.2% of
young people in employment are on CDD contracts or temping,
versus 8.4% for other age groups).

Finally, while seniors are unemployed less often than young
people (4.6% of those aged 50-64 against 8.6% for 15-24-year-
olds), they are more exposed to long-term unemployment. 62% of
the seniors registered at Pole Emploi have been jobless for
more than a year, against 21% of young people.

All this indicates that only a macroeconomic policy aimed at
increasing  the  overall  level  of  employment  is  capable  of
simultaneously  dealing  with  unemployment  among  both  young
people and seniors. Otherwise, in a situation where employment
is  lacking  overall,  policies  that  are  aimed  at  certain
categories, even if effective for that specific target, may
lead to adverse effects on other categories.
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Unemployment:  a  fall  by
temping
by Analysis and Forecasting Department (France team)

The unemployment figures for the month of July 2015 indicate a
slight fall (-1900) in the number of people registering in
category A. There is still too much uncertainty about monthly
changes in enrolment at France’s Pôle Emploi job centre to
conclude that there has been a lasting improvement in the
state of the labour market. However, the increase observed
since  January  2015  (+50,900  registered  in  category  A)  is
smaller  in  scale  than  the  figures  recorded  for  this  same
period during the past three years (+128,500 on average for
the first seven months of the previous three years). It is
comparable to the situation in 2010-2011 (+44,300 on average
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in the first seven months of both years), which were years of
renewed growth.

Seen in the context of the first buds of recovery, this trend
in unemployment is not surprising. First, the pick-up in GDP
growth observed in the first six months (+0.7% according to
preliminary accounts published by the INSEE) is expected to
gain pace in the coming quarters. For now, this recovery has
meant  a  rise  in  salaried  employment  of  +26,600  in  the
competitive sector during the first six months of 2015. This
has been sufficient to limit the increase in unemployment,
without however reversing it, as labour force numbers have
increased by about 75,000 during the half year.

Furthermore, the increase in registrations in categories B and
C [1] has been more marked than for category A (+145,600 since
the year’s start). This is due partly to some switching by the
jobless  in  category  A  into  these  other  categories,  which
reflects  an  increase  in  precarious  employment  that  is
consistent with the increase in temporary jobs in the first
half  year  (+11,600):  historically,  an  improvement  in  the
labour  market  starts  with  an  increase  in  precarious  jobs
(fixed  term,  temporary).  This  is  also  coinciding  with  an
increase in job offers collected by Pôle Emploi, as well as
with exits from the job centre due to a return to work, a
figure that reflects a return to levels comparable to those
observed in 2010-2011.
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Finally, the trends differ by age group: the number of people
under age 25 registered in category A is 4,600 lower than its
level at year-end 2014. In fact, the young, who are over-
represented in so-called temporary jobs (34.2% of young people
in  work  are  on  fixed-term  CDD  contracts  or  are  temping,
compared with 8.4% of those in other age groups), benefit from
the creation of this type of job, and from the increase in
subsidized jobs that are targeted specifically at their age
group. Conversely, the enrolment in category A of people aged
50  and  over  is  rising  steadily  (+36,100  since  the  year
started). 62% of those aged 50 and older have been enrolled in
the job centre for over a year, versus an average of 39% for
other age groups.

[1] These categories group people who have worked on reduced
hours  during  the  month,  but  are  still  registered  at  Pôle
emploi.
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Still no halt to the rise in
unemployment
OFCE Analysis and Forecasting Department

The unemployment data for the month of May once again show a
rise in the number of job seekers registering at the Pôle
Emploi job centre in Class A, up 16,200. Although this is
certainly fewer than in April (26,200), it still leaves no
glimpse  on  the  horizon  of  a  reversal  in  the  unemployment
curve. This continuous increase in unemployment, despite some
initial shoots of recovery, is not surprising. The renewed GDP
growth in the first quarter (+0.6% according to the detailed
accounts published by the INSEE Thursday morning) has yet to
have an impact on employment, which has stagnated. For the
moment,  companies  are  taking  advantage  of  the  pick-up  in
activity to absorb the excess labour they inherited from the
crisis (in English see the post introducing this study). Only
once  the  recovery  has  proved  to  be  sustainable  will  an
increase  in  employment  translate  into  a  reduction  in
unemployment.  The  time  it  takes  employment  to  adjust  to
economic activity, i.e. about three quarters, does not point
towards a turnaround in the labour market in the short term.

The  last  period  of  growth  in  France  just  following  the
2008-2009  recession  was  moreover  too  brief  to  lead  to  a
decline in the number of job seekers. With average growth of
0.7% per quarter from Q4 2009 to Q1 2011, the number of
unemployed stabilized at best (Figure 1).

Since Q2 2011, growth has fallen to a very low level (0.1% per
quarter), and unemployment has started rising again. However,
a shift occurred in early 2013, with the monthly increase
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halved on average thanks to a renewal of the social treatment
of  unemployment  through  the  creation  of  about  100,000
subsidized jobs in non-market sectors, as well as through
enriching the growth in employment due to the implementation
of the CICE tax credit and the Responsibility Pact.

As growth gradually accelerates and the various measures to
boost employment begin to kick in, a (slow) improvement will
be seen in the second half of 2015.

The spectacular decline in exits from the Pôle Emploi agency

The 69,600 increase in the number of jobless registered with
Pôle Emploi in Class A, B and C in the month of May, which is
the worst figure recorded since the depths of the recession in
April  2009,  is  surprising.  The  number  of  the  unemployed
broadly speaking, i.e. including unemployed people but also
those working reduced hours, has been affected by unusual
changes in the numbers of those exiting the job centre. About
43%  of  exits  from  the  job  centre  are  attributable  to  a
termination of enrolment due to the non-renewal of the monthly
job application for unspecified reasons, but which may be
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related  for  example  to  a  resumption  of  activity,
discouragement,  temporary  unavailability  or  even  simply  an
oversight.

On average over the last five years, every month there were
200,000  terminations  of  enrolment  due  to  this  failure  to
renew.  Some  months,  the  grounds  for  termination  can  vary
sharply, temporarily throwing off the unemployment statistics.
For example, in August 2013, the “SFR bug” (Figure 2), i.e. a
computer failure at the mobile phone operator, prevented many
jobseekers from updating their status, which resulted in a
sharp rise in the terminations of enrolment (+260,100). Due to
the effect of a very high flow of exits from Pôle Emploi, the
number of job seekers in Classes A, B and C fell by 43,800 in
August  2013.  The  following  month,  as  the  number  of
terminations of enrolment returned to a level that was close
to its long-term average, the unemployment figures logically
rose sharply (+56,400 in September 2013), correcting for the
effect of the artificial fall in the previous month.

In terms of the figures for May 2015, the phenomenon was the
opposite of what happened during the SFR bug in August 2013.
In fact, having noticed that the number of job seekers who
updated  their  status  following  the  normal  reminder  was
significantly  lower  than  usual,  Pôle  Emploi  issued  two
additional reminders, which led to an unusually low level of
terminations  of  enrolment  (+160,600)  compared  with  the
historical trend (201,300). This mechanically increased the
numbers in class A, B and C, at a rate that Pôle Emploi
calculates at between 28,000 and 38,000.

But if next month the number of terminations of enrolment
returns to a level close to its long-term average, this would
wind up lowering the number of job seekers in class A, B and C
without this reduction being the result of any change in the
labour  market.  We  must  therefore  insist  on  the  need  for
caution in making any month-by-month interpretation of the
unemployment data.



 

 

A  fall  in  the  unemployment
rate  according  to  the  ILO:
the false good news
By Bruno Ducoudré and Eric Heyer

Two days following the announcement by France’s unemployment
agency  Pôle  Emploi  of  an  increase  in  Class  A  job  seeker
registrations in April, which comes on top of a first quarter
increase,  the  INSEE  statistics  agency  has  published  its
estimate of the unemployment rate. Under the definition of the
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International Labour Office (ILO), the unemployment rate in
metropolitan France fell by 0.1 point in the first quarter of
2015,  meaning  38,000  fewer  unemployed  than  in  the  fourth
quarter of 2014. But according to Pôle emploi, over this same
period the number of registered Class A job seekers rose by
12,000. In one case, unemployment is falling; in the other, it
is rising: this does not make for a clear diagnosis of what’s
happening with unemployment at the start of the year.

What accounts for the different diagnoses of the INSEE and
Pôle Emploi?

In addition to differences in methodology (a labour survey for
the ILO, administrative data for Pôle emploi), note that to be
counted as unemployed according to the ILO, three conditions
have to be met: a person must be unemployed, available to work
and conducting an active job search. Simply registering at the
job centre is not sufficient to meet this last condition. So
someone who is registered in Class A [1] at Pôle Emploi but is
not conducting an active search is not counted as unemployed
according  to  the  ILO.  The  ILO  criteria  are  thus  more
restrictive. Historically, the number of unemployed registered
at the job centre is higher than that calculated according to
the ILO for persons aged 25 and over. Young people under age
25 generally have less incentive to register at the job centre
[2].

Except for the under-25s, the unemployment figures from Pôle
Emploi are therefore worse than those for the ILO and hence
the INSEE (Table 1). The explanation is as follows. In labour
market  conditions  that  have  worsened  considerably,  some
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unemployed people have become discouraged and are no longer
actively seeking employment: they are thus no longer counted
as unemployed according to the ILO. Yet they are continuing to
update  their  status  with  the  job  centre  and  thus  remain
registered  as  unemployed  in  Class  A.  This  results  in  an
increase in the “halo” of the unemployed, i.e. people who want
to work and are readily available but are not actively seeking
a job. This unemployment “halo” has increased by 71,000 people
in one quarter.

In first quarter 2015, the ILO-based unemployment rate fell
for the wrong reasons

There are two reasons why the unemployment rate may fall: the
first, virtuous reason is that people are exiting unemployment
due to an improvement in the labour market; the second, less
rosy reason is that some unemployed people are drifting into
inactivity. The latest ILO statistics highlight that the 0.1
point fall in the unemployment rate was due entirely to the
decline  in  the  labour  force  participation  rate  –  which
measures the percentage of people in the population aged 15 to
64 who are active – and not to a recovery in employment,
which, on the contrary, has declined. So the drop in the
unemployment rate is due not to a recovery in employment, but
to discouragement among unemployed people who are no longer
actively seeking work (Table 2).

More specifically, the entry of young people into the labour
market  at  a  time  when  employment  is  declining  is  being
reflected in a 0.1 point rise in joblessness in this category.
Among seniors, the employment rate is continuing to increase
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(0.2  points)  due  to  the  postponement  of  the  effective
retirement age. It is true that ILO unemployment is falling
among  seniors,  but  the  rising  numbers  in  this  age  group
enrolling at the job centre (Table 1) undoubtedly reflects a
change in their job search behaviour: more and more of them
are no longer making a job search and are now classified in
the “halo” of unemployment.

Ultimately, the fall in the ILO-defined unemployment rate,
which is marked by both a lack of recovery in employment and
discouragement among some of the unemployed, is not such good
news.

 

 

[1] People registered in Class A have not worked at all, even
on reduced hours, unlike those registered in Classes B and C.

[2] To be entitled to unemployment compensation and to receive
back-to-work assistance (“ARE”), 122 days of affiliation or
610 hours of work must be shown during the 28 months preceding
the end of the job contract.

 

Unemployment  figures:  the
chill returns in April
By Analysis and Forecasting Department (OFCE-DAP)
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While  the  slowing  increase  in  the  number  of  job  seekers
registered with France’s Pôle Emploi unemployment agency in
the first quarter of 2015 could be seen as the premise of the
long-awaited downturn in the unemployment curve, the figures
released today once again cast doubt on this prospect, at
least in the short term. The registration of 26,200 additional
people  in  category  A  at  the  agency  in  April  brings  the
increase in job seekers back to a high rate, well above the
average over the last two years (13,400 per month) and far
from the virtual stability seen in the first quarter (+3,000
per month).

While the publication of strong figures for first-quarter GDP
growth (+ 0.6%) reaffirmed the prospect of a recovery, the
jobless numbers are disappointing. Don’t forget, however, that
employment  does  not  immediately  respond  to  a  pick-up  in
activity; it will take time to reap the benefits for the
labour market of the good growth experienced at the year’s
beginning, when the recovery has proven to be strong, pushing
employers to recruit. For now, companies are still digesting
the overstaffing inherited from the period of very low growth
between 2011 and 2014. The fall in unemployment that can be
foreseen  with  the  recovery  will  not  take  place  until  the
second  half  of  2015.  But  the  acceleration  of  job  centre
registrations in April sends a contrary signal.

The  situation  seems  to  be  generally  worsening  among  all
sections of job seekers: men, women, and all age categories.
The number of unemployed under age 25 has been rising again
the last months (9,500 people). But changes like these are
often volatile, and should be treated with caution: they come
in counterpoint to an equivalent fall in numbers during the
first two months of 2015. Over a one-year period, the increase
was only 11,900, and the interruption in the rise in youth
unemployment since April 2013 signalled success for the jobs
policy  targeted  at  this  group  (see  the  figure).  The
announcement by the Minister of Labour of the creation of
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100,000 additional subsidized jobs reflects the government’s
perhaps belated determination to beef up this programme at a
time when the economic outlook is improving.

On the difficulty of carrying
out structural reforms in a
period of high unemployment
By Sabine Le Bayon, Mathieu Plane, Christine Rifflart and Raul
Sampognaro

Structural reforms aimed at developing a more flexible labour
market  are  often  attributed  all  the  virtues  of  fighting
against mass unemployment and limiting the segmentation of the
labour market between “insiders” on stable contracts  and
“outsiders” who are unemployed or on precarious contracts.
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When the economy is growing, these measures can facilitate job
creation for the benefit of the outsiders, but the results are
likely to be more uncertain in a context of mass unemployment
and sluggish growth. Structural reforms can indeed reduce the
labour market duality arising from regulatory measures but
they cannot combat the duality of the labour market inherent
in human capital, which is exacerbated during periods of mass
unemployment: given the same qualifications it is experience
that makes the difference, and given equal experience it is
qualifications  that  make  the  difference.  High  unemployment
therefore strengthens the phenomenon of “queuing” to access
more stable jobs. Structural reforms aimed at streamlining the
labour market will thus primarily affect employees who have
less qualifications and experience without however enabling
outsiders to gain access to more stable employment. This means
that inequality between workers is likely to rise, with no
positive impact on employment due to the sluggishness of the
economy. Only macroeconomic management that takes on board the
goal of returning to full employment could lead to successful
structural reform.

As  we  show  in  a  special  study,  “La  dévaluation  par  les
salaires dans la zone euro: un ajustement perdant-perdant”
[Devaluation  through  wages  in  the  euro  zone:  a  lose-lose
adjustment] (Revue de l’OFCE, no. 136, November 2014), labour
market segmentation has increased during the crisis despite
the implementation of structural reforms in the euro zone
countries. Since 2008, the employment rate [1] of seniors and
of  the  better  qualified  has  fared  better  than  for  other
population groups in the four largest countries in the euro
zone (Figures 1 and 2).

The sharp decline in the youth employment rate since 2008 is
general – including in Germany, where the labour market has
remained dynamic – and contrasts with the increase in the
employment rate of older workers (or the small decline in
Spain). The difference between these two categories is between
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12 percentage points in France and 21 points in Italy (15
points in Germany and 19 in Spain). The adjustment in the
employment rate of the 25-54 age group lies in an intermediate
position.  The  resistance  of  the  employment  rate  of  older
workers to the crisis is probably due to a combination of two
factors: the introduction of pension system reforms in recent
years (lengthening contribution periods and / or raising the
legal  retirement  age)  and  the  relatively  higher  cost  of
dismissing  senior  citizens,  who  more  often  occupy  higher
positions in the job hierarchy. In a crisis, it is likely that
this has led to a substitution effect with the employment of
older workers coming at the expense of the young.

The adjustments in employment rates were also more striking
for people without a high school diploma, with the exception
of  Italy,  where  the  diploma  does  not  seem  to  provide
protection from unemployment or inactivity. In France, the
adjustment in the employment rate clearly decreased with the
type of degree. In Germany, the employment rate for those with
less education has declined during the crisis while it has
increased for the other categories. In Spain, the employment
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rate of university graduates has withstood the crisis better
than the rate of other population groups. In addition to these
developments in employment rates by educational category, wage
income in Italy, Spain and France has fallen for the initial
income deciles. This adjustment in the wage incomes of the
lower deciles is probably due to a reduction in total working
hours  over  the  year  (part-time  work,  shorter  temporary
contracts or longer periods of unemployment between contracts,
reducing average compensation over the year). Thus, in the
countries  hit  hardest  by  the  crisis,  the  most  vulnerable
populations,  with  the  least  human  capital,  have  found
themselves  more  exposed  to  a  deteriorating  labour  market,
whether this has been felt through falling employment rates or
a reduction in annual wage earnings.

In the context of a deteriorating labour market, by accepting
a slight downgrade the most qualified unemployed workers would
be  the  first  to  find  jobs,  chasing  out  those  who  might
otherwise have gotten it, who would themselves do the same
thing at a lower level. This could explain why, at the end of
the queue, it is the least skilled who are, regardless of
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labour legislation, the victims of unemployment and precarious
employment.

The existence of a “spontaneous” segmentation in the labour
market and the phenomenon of “queuing” may thus limit the
success  of  a  strategy  of  structural  reforms  and  wage
devaluation. In such a case, a more flexible labour market
combined with a reduction in social welfare could increase
inequalities  between  groups  in  the  workforce  without
increasing  the  creation  of  full-time  equivalent  jobs.

 

 

[1] This is the ratio of the employed to the working-age
population.

 

France:  gradual  adjustments
(forecasts)
2014-2015 outlook for the French economy

By  Éric  Heyer,  Marion  Cochard,  Bruno  Ducoudré  and  Hervé
Péléraux

In 2013, the French economy grew at an annual average rate of
0.3%, which enabled it to return to the level it had reached
six years ago, in early 2008. Between 2008 and early 2011, the
economy  had  shown  resilience  in  comparison  with  the
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performance of France’s main partners. In the first quarter of
2011, the country’s GDP had even come close to regaining its
pre-crisis level, and lagged only slightly behind Germany and
the United States. But the situation changed in the second
quarter of 2011 as the austerity measures introduced in 2010
began to have an impact. The initial spurts of recovery seen
after  the  recession  were  cut  off.  While  the  country  did
experience positive annual GDP growth, until 2013 this was
close to zero. Ultimately, France is leaving this six-year
period behind with an increased deficit that is still greater
than the threshold of 3 GDP points. Fiscal consolidation has
not proved very effective: the cost in terms of activity,
unemployment and the financial situation for business has been
disproportionate to the results.

In  recent  months,  the  economic  situation  in  Europe  has
clarified  considerably,  with  a  return  to  growth  and  a
strengthening  of  the  main  economic  indicators.  Business
surveys also show a return of confidence in the productive
sectors in France.

The relaxation of austerity should enable the French economy
to continue along this path, with growth in GDP gradually
picking up pace in 2014 and 2015.

For 2014, if we consider only the measures already approved,
the  French  economy  would  grow  by  1.2%,  a  level  that  is
insufficient to bring down unemployment or to hit the 3.6%
deficit  target.  The  announcement  by  Manuel  Valls  in  his
general policy (“DPG”) speech on 8 April 2014 of additional
austerity measures of 4 billion euros through a supplementary
budget prior to the summer should allow the government to meet
its deficit commitment. But this will inevitably hurt activity
and reduce the growth expected for the French economy to 1%,
bringing the unemployment rate to 10.2% of the workforce by
year-end.



The DPG speech is also upsetting expectations for 2015: prior
to  this  announcement  we  had  forecast  GDP  growth  of  1.6%.
Companies would benefit from this renewed growth to gradually
restore  their  financial  positions.  This  strategy  is  based
primarily  on  increasing  productivity,  which  would  help  to
reabsorb  marginal  production  capacity  and  restore  business
margins. In this scenario, the public finances would also
continue their gradual adjustment and the government deficit
would come to 3% of GDP. As a corollary to the announced
adjustment, the unemployment rate will continue to rise in
2015.  The  acceleration  of  the  implementation  of  the
Responsibility and Solidarity Pact promised in the DPG speech
and the vagueness about how it will be funded may well affect
the scenario set out above. Without new measures to cut public
spending other than the 12 billion euros already included in
our central scenario, the injection of 8.8 billion euros in
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new  measures  (Table  1)  would  allow  the  French  economy  to
achieve 2% growth in 2015, as it did in 2011. This growth,
combined with the impact of reductions in social security
contributions on low wages, would by the end of 2015 push the
unemployment rate down to its end 2013 level of 9.8% of the
labor force. The reduction in the fiscal stimulus to -0.1% of
GDP, although partly offset by the impact of growth on tax
revenues, will nevertheless take the scenario off the path set
out by Brussels, with a public deficit of 3.2% of GDP. If new
cost-cutting measures are taken to finance these new measures
ex ante in 2015, then, given the higher fiscal multipliers for
government  spending,  the  positive  impact  on  growth  would
vanish, and the general government deficit would surpass 3%
(3.1% of GDP) and the unemployment rate would hit 10% at end
2015. This scenario appears worse than the central scenario
with respect to public finances and growth, with the slight
fall in the unemployment rate being due simply to the impact
of reducing social contributions on low wages, leading to a
larger proportion of low-wage jobs in total employment (Table
2).
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And what if the ECB respected
its mandate!
By Christophe Blot

Article 127 of the Treaty on the Functioning of the European
Union  (TFEU),  i.e.  former  Article  105  of  the  Maastricht
Treaty, states clearly that “the primary objective of the
European System of Central Banks … shall be to maintain price
stability”. However, no precise quantification of this goal is
given in the Treaty. The European Central Bank has interpreted
this by stating that it would target inflation that is below,
but  close  to,  2%  over  the  medium  term.  Furthermore,
Article 127 of the TFEU adds that, “without prejudice to the
objective of price stability , the [European System of Central
Banks ] shall support the general economic policies in the
Union,  as  laid  down  in  Article  3  …”,  which  includes  in
particular  the  sustainable  development  of  Europe  based  on
balanced economic growth and price stability, full employment
and social progress. It is therefore clear that the goal of
growth and employment is not abandoned but subordinated to the
goal of price stability. Starting from this review of the
definition of the ECB’s objectives, what conclusion can we
draw on the orientation of monetary policy in the euro zone?

Since the end of 2013, a few signs of economic recovery have
appeared in the euro zone. Initial estimates of growth in the
fourth quarter of 2013 have confirmed that the recession is
ending, with GDP up 0.3%. Nevertheless, the economy is still
in poor health. As proof, simply recall that 12% of the labour
force is currently unemployed, which is the highest level
since 1993 (see chart). Growth is expected to accelerate in
2014 and 2015. According to the ECB forecasts announced in
March 2014, growth will hit 1.2% in 2014 and 1.5% in 2015, a
pace  that  is  still  insufficient  to  lead  to  a  rapid  or
significant reduction in the unemployment rate. In addition,
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since  the  end  of  2013  inflation  has  dropped  below  the
threshold of 1% and is coming dangerously close to a point
where deflation is a risk. Furthermore, still according to the
ECB  forecasts,  inflation  should  not  exceed  1.0%  in  2014,
before pushing up to 1.3% in 2015 and 1.5% in 2016. It is in
any case far from the mid-term target of 2%. The objective of
price stability as defined by the ECB will therefore not be
met. At his press conference in March, Mario Draghi announced
that the maintenance of the ECB key interest rate [1] at 0.25%
and  the  absence  of  additional  (so-called  unconventional)
measures could stimulate the euro zone. The status quo was
justified by the absence of signs of a more rapid fall in
inflation.  By  taking  this  stand,  the  ECB  President  is
indicating  that  he  is  satisfied  with  a  situation  where
inflation remains permanently below the 2% level and where the
euro zone is marked by persistent mass unemployment. Are we
therefore  supposed  to  reinterpret  the  definition  of  price
stability invoked by the ECB and accept that the term below is
more important in the eyes of the members of the ECB Governing
Council than the term close to 2%? The answer to this question
is obviously not neutral, since it would reflect a certain
asymmetry in the central bank’s reaction to inflation, with
the ECB reacting more quickly when inflation exceeds 2% than
when it falls below 2%, including over the forecast horizon of
its own team. But however its main objective is interpreted,
the fact remains that the risk to price stability is not
currently  a  barrier  to  the  implementation  of  a  more
expansionary monetary policy. In these conditions, the ECB has
all the room it needs to be actively concerned about its other
objectives, including first of all growth and unemployment.

So what tools does the ECB have available, knowing that with
the  benchmark  rate  at  0.25%  it  has  only  very  limited
manoeuvring  room  for  a  downward  adjustment?  The  ECB  must
therefore use other levers. Communication by the central banks
has  played  an  increasing  role  in  the  implementation  of
monetary policy, as this can be used to influence agents’
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expectations and hence the impact of decisions on inflation
and growth. In this respect, the central bank has recently
(July 2013) engaged in what is called forward guidance by
stating that the key rate will be maintained at a low level
for  an  extended  period  [2].  The  ECB  could  go  further  by
conditioning a hike in the key interest rate on a target
unemployment rate, as both the Bank of England and the Federal
Reserve have done; this would give added substance to its
objectives  on  employment  and  growth.  In  addition,
unconventional  measures  could  be  used  to  strengthen  the
expansionary character of monetary policy. This mainly means
measures that alter the size or composition of the central
bank’s balance sheet, which would supplement the role of the
reduction  in  short-term  rates  in  influencing  financing
conditions. A recent report by France’s Council of Economic
Analysis  (see  here)  points  in  this  direction,  and  in
particular proposes that the ECB should purchase securitized
small and medium enterprises’ (SME) loans in order to reduce
the  cost  of  business  financing.  The  Outright  monetary
transactions (OMT) programme [3] could have been activated to
support  the  reduction  in  long-term  sovereign  rates.  The
announcement of this measure did indeed contribute to lowering
long-term sovereign rates in Spain and Italy, in particular
because it sent a signal that the risk of collapse of the euro
zone was being averted. Up to now, the ECB has not intervened
in the markets to buy government securities. Yet given its
unlimited capacity for intervention, doing this would help to
reduce long-term rates. Note, however, that the OMT programme
is  currently  being  challenged  by  Germany’s  Constitutional
Court  in  Karlsruhe,  which  has  questioned  the  programme’s
constitutionality,  with  the  case  being  referred  to  the
European Court of Justice. A rejection or restriction of the
ECB’s actions in this matter would be unfortunate. The ECB’s
scope for intervention does of course need to be clarified.
But it is also essential to retain the objectives of price
stability  and  growth.  The  judges  in  Germany  and  at  the
European Court of Justice would be well advised to keep this
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in mind.

Should we be celebrating the
fall in unemployment at end
2013?
By Bruno Ducoudré and Eric Heyer

Every quarter, the INSEE publishes the unemployment rate as
defined by the International Labour Office (ILO): for the
fourth quarter of 2013, it fell 0.1 point in France, meaning
41,000 fewer unemployed. Likewise, every month the number of
jobseekers  registered  with  the  Pôle  Emploi  job  centre  is
reported:  during  the  fourth  quarter  of  2013,  this  source
indicated that the number of registered jobseekers in category
A rose by 23,000. In one case unemployment is down, in the
other it is up – this does not lead to a clear diagnosis about
where unemployment is heading at year end.
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What explains the difference in diagnosis between the INSEE
and Pôle emploi?

Besides  differences  related  to  methodology  (an  employment
survey for the ILO, an administrative source for Pôle emploi),
it should not be forgotten that, according to the ILO, a
person must meet three conditions to be counted as unemployed:
being unemployed, being available for work and performing an
active job search. Simply being registered at Pôle emploi is
not  sufficient  to  fulfil  this  last  condition.  So  people
registered as category A at Pôle emploi who are not actively
seeking work are not counted as unemployed according to the
ILO. The ILO criteria are thus more restrictive. Historically,
for  those  aged  25  and  over,  the  number  of  unemployed
registered at Pôle emploi is greater than the number according
to the ILO criteria. For those under age 25, registering with
Pôle emploi [1] is in general not as worthwhile, except during
a period of active social treatment of unemployment, as was
the case during the last quarter of 2013: people who wanted to
benefit from a subsidized job had to be registered at the job
centre.

As  shown  in  Table  1,  regardless  of  the  age  group,  the
situation seems less favourable using the Pôle emploi figures
than according to the ILO criteria: when confronted with more
than 2 years of unemployment, a certain number of discouraged
jobseekers stop their active job search and are thus no longer
recognized as such within the meaning of the ILO, yet continue
to update their status at the job centre, and therefore remain
listed in Category A.
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Is the reduction in the unemployment rate calculated by ILO
criteria good news?

The unemployment rate can fall for two reasons: the first one,
virtuous in nature, is as a result of escaping unemployment
due to improvements in the labour market; the second, less
encouraging, is due to jobless people becoming discouraged and
drifting into inactivity. The latest statistics from the ILO
emphasize that the 0.1 point fall in the unemployment rate can
be explained in full by the fall in the participation rate –
which  measures  the  percentage  of  the  work  force  in  the
population  aged  15  to  64  –  and  not  by  a  resumption  of
employment  that  has  remained  stable.  The  decline  in  the
unemployment rate is thus not due to a recovery in employment,
but to discouraged jobless people who quit actively seeking
employment (Table 2).

Looking more closely, the employment policy pursued by the
government – “jobs for the future”, CUI “unique integration
contracts” – has had a positive impact on youth employment;
the employment rate rose by 0.3 percentage point during the
last quarter of 2013. Among seniors, the employment rate is
still continuing to rise (+0.2 percentage point) due to the
decline  in  the  actual  age  of  retirement.  ILO-defined
unemployment is of course falling among seniors, but the sharp
rise in enrolment at the job centre in this age group (Table
1)  undoubtedly  reflects  a  change  in  their  job  search
behaviour: more and more seniors are no longer looking for
work. They are now included in the “halo” of unemployment,
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which is continuing to rise.

Ultimately, the fall in the ILO-defined unemployment rate,
which  is  characterized  by  the  absence  of  a  recovery  in
employment and the discouragement of jobseekers, is not such
good news.

[1] To have the right to unemployment compensation and receive
assistance for a return to work, it is necessary to prove a
122 day contribution period or 610 hours of work during the
28 months preceding the end of the job contract.
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