France: will the war of the
3% take place?

By Eric Heyer

This text summarizes the OFCE’s October 2012 forecasts for the
French economy.

The French economy is expected to see average annual growth of
0.1% in 2012 and 0.0% in 2013. This performance 1is
particularly poor and far from the path that an economy
recovering from a crisis would normally experience.

Four years after the onset of the crisis, the French economy
has real potential for a rebound: this should lead to
spontaneous average growth of about 3.0% per year in 2012 and
2013, making up some of the output gap built up since the
start of the crisis. But this spontaneous recovery 1s being
hampered, mainly by the establishment of budgetary savings
plans in France and throughout Europe. The fiscal
consolidation strategy imposed by the European Commission 1is
likely to slice nearly 6 percentage points off GDP in France
during 2012 and 2013.

Table 1. The brakes on growth in France

En points of GDP

... Quaterly ... annually

202 2013 2012 2013
Spontaneous recovery 0.8 0.8 2.1 3,1
Budget impact -0,4 -0.4 -1.6 -1.7
il shock -0,05 0.0 -0,2 0.0
External environment 0,4 -0, 3 -1,4 -1,2
Achievement -1,0 -0,2
Growth forecasts -0.04 0,04 0,1 0,0

Sowrces : INSEE, OFCE calculations,

By setting a pace that is far from its potential, the expected
growth will increase the output gap accumulated since 2008 and
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will lead to a further deterioration on the labour market. The
unemployment rate will rise steadily and hit 11% by late 2013.

Moreover, the reduction of the budget deficit expected by the
Government due to the implementation of its consolidation
strategy — the target for the general government deficit is 3%
of GDP in 2013 — will be partially undermined by the shortfall
in tax revenue due to weak growth. The general government
deficit will come to 3.5% in 2013.

Under these conditions, should the government do whatever it
can to fulfil its commitment to a 3% deficit in 20137

In a context of financial uncertainty, being the only State
not to keep its promise of fiscal consolidation is a risk,
i.e. of being punished immediately by an increase in the
financial terms on the repayment of its debt. This risk 1is
real, but limited. The current situation 1s that of a
“liquidity trap” and abundant savings. The result is a “flight
to quality” phenomenon on the part of investors seeking safe
investments. But among these are both German and French
government bonds. Under these conditions, reducing the
government deficit by 1 GDP point instead of 1.5 point would
have very little impact on French bond rates.

However, maintaining a target of a 3% deficit in 2013 could
have a dramatic impact on economic activity and employment in
France. We simulated a scenario in which the French government
maintains its budgetary commitment regardless of the costs and
the economic situation. If this were to occur, it would
require the adoption of a new programme of budget cuts in the
coming months in the amount of 22 billion euros.

This strategy would cut economic activity in the country by
1.2% in 2013. It would lead to a further increase in the
unemployment rate, which would reach 11.7% at year end, nearly
12%. As for employment, this obstinacy would intensify job
losses, costing nearly 200,000 jobs in total.



A darker scenario 1is also possible: according to our
forecasts, and taking into account the draft budget bills
known and approved, no major European country would meet its
deficit reduction commitments in 2013. By underestimating the
difficulty of reaching inaccessible targets, there is a high
risk of seeing the euro zone countries locked into a spiral
where the nervousness of the financial markets would become
the engine driving ever greater austerity. To illustrate this
risk, we simulated a scenario in which the major euro zone
countries (Germany, France, Italy and Spain) implement new
austerity measures to meet their deficit targets in 2013.
Adopting such a strategy would result in a strong negative
shock to economic activity in these countries. For the French
economy, it would lead to additional austerity that either at
the national level or coming from its euro zone partner
countries would cause a severe recession in 2013. French GDP
would fall by more than 4.0%, resulting in a further increase
in the unemployment rate, which would approach 14%.



Table 2. lllustrative scenarios of risks to French growth

In %o
2011 2012+ 2013~
Central scenario
CDP 1.4 0,1 0,0
Cov't deficit  (in GDP paints) -2 -4 -3,5
Unemployment rate 9.4 10,2 11,0
Market employment 104 -95 -166
Scenario where France alone meets its budget commitments
CDFP -1,2
Gov't deficit (in GDP points) -3,0
Unemployment rate 11,7
Market employment (in 1000s)
Change -361
Dreviation from central scenaria -195

Scénario where euro zone countries meet their budget commitments

GDP -4.6
Gov't deficit (in GOP points) -3,0
Unemployment rate 18,8
Market employment {in 1000s)

Change 910
Déviation from central scenario -744

* OFCE forecast October 2012
Sowrces : INSEE ; OFCE calculations e-rmod fr.

The debacle of austerity

By Xavier Timbeau

This text summarizes the OFCE’s October 2012 forecasts.

The year 2012 is ending, with hopes for an end to the crisis
disappointed. After a year marked by recession, the euro zone
will go through another catastrophic year in 2013 (a -0.1%
decline in GDP in 2013, after -0.5% in 2012, according to our
forecasts — see the table). The UK is no exception to this
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trend, as it plunges deeper into crisis (-0.4% in 2012, 0.3%
in 2013). In addition to the figures for economic growth,
unemployment trends are another reminder of the gravity of the
situation. With the exception of Germany and a few other
developed countries, the Western economies have been hit by
high unemployment that is persisting or, in the euro zone,
even rising (the unemployment rate will reach 12% in the euro
zone in 2013, up from 11.2% in the second quarter of 2012).
This persistent unemployment is leading to a worsening
situation for those who have lost their jobs, as some fall
into the ranks of the long-term unemployed and face the
exhaustion of their rights to compensation. Although the
United States is experiencing more favourable economic growth
than in the euro zone, its labour market clearly illustrates
that the US economy is mired in the Great Recession.

Was this disaster, with the euro zone at its epicentre, an
unforeseeable event? Is it some fatality that we have no
choice but to accept, with no alternative but to bear the
consequences? No — the return to recession in fact stems from
a misdiagnosis and the inability of Europe’s institutions to
respond quickly to the dynamics of the crisis. This new
downturn 1is the result of massive, exaggerated austerity
policies whose 1impacts have been underestimated. The
determination to urgently rebalance the public finances and
restore the credibility of the euro zone’s economic
management, regardless of the cost, has led to its opposite.
To get out of this rut [JOwill require reversing Europe’s
economic policy.

The difficulty posed by the current situation originates in
widening public deficits and swelling public debts, which
reached record levels in 2012. Keep in mind, however, that the
deficits and public debts were not the cause of the crisis of
2008-2009, but its consequence. To stop the recessionary
spiral of 2008-2009, governments allowed the automatic
stabilizers to work; they implemented stimulus plans, took



steps to rescue the financial sector and socialized part of
the private debt that threatened to destabilize the entire
global financial system. This is what caused the deficits. The
decision to socialize the problem reflected an effort to put a
stop to the freefall.

The return to recession thus grew out of the difficulty of
dealing with the socialization of private debt. Indeed, in the
euro zone, each country is forced to deal with financing its
deficit without control of its currency. The result 1is
immediate: a beauty contest based on who has the most rigorous
public finances 1is taking place between the euro zone
countries. Each European economic agent is, with reason,
seeking the most reliable support for its assets and is
finding Germany’s public debt to hold the greatest attraction.
Other countries are therefore threatened in the long-term or
even immediately by the drying up of their market financing.
To attract capital, they must accept higher interest rates and
urgently purge their public finances. But they are chasing
after a sustainability that 1is disappearing with the recession
when they seek to obtain this by means of austerity.

For countries that have control of their monetary policy, such
as the United States or the United Kingdom, the situation is
different. There the national savings is exposed to a currency
risk if it attempts to flee to other countries. In addition,
the central bank acts as the lender of last resort. Inflation
could ensue, but default on the debt is unthinkable. In
contrast, in the euro zone default becomes a real possibility,
and the only short-term shelter is Germany, because it will be
the last country to collapse. But it too will inevitably
collapse if all its partners collapse.

The solution to the crisis of 2008-2009 was therefore to
socialize the private debts that had become unsustainable
after the speculative bubbles burst. As for what follows, the
solution is then to absorb these now public debts without
causing the kind of panic that we were able to contain in the



summer of 2009. Two conditions are necessary. The first
condition is to provide a guarantee that there will be no
default on any public debt, neither partial nor complete. This
guarantee can be given in the euro zone only by some form of
pooling the public debt. The mechanism announced by the ECB in
September 2012, the Outright Monetary Transaction (OMT), makes
it possible to envisage this kind of pooling. There 1is,
however, a possible contradiction. In effect this mechanism
conditions the purchase of debt securities (and thus pooling
them through the balance sheet of the ECB) on acceptance of a
fiscal consolidation plan. But Spain, which needs this
mechanism in order to escape the pressure of the markets, does
not want to enter the OMT on just any conditions. Relief from
the pressure of the markets is only worthwhile if it makes it
possible to break out of the vicious circle of austerity.

The lack of preparation of Europe’s institutions for a
financial crisis has been compounded by an error 1in
understanding the way its economies function. At the heart of
this error 1is an incorrect assessment of the value of the
multipliers used to measure the impact of fiscal consolidation
policies on economic activity. By underestimating the fiscal
multipliers, Europe’s governments thought they could rapidly
and safely re-balance their public finances through quick,
violent austerity measures. Influenced by an extensive
economic literature that even suggests that austerity could be
a source of economic growth, they engaged in a program of
unprecedented fiscal restraint.

Today, however, as is illustrated by the dramatic revisions by
the IMF and the European Commission, the fiscal multipliers
are much 1larger, since the economies are experiencing
situations of prolonged involuntary unemployment. A variety of
empirical evidence 1is converging to show this, from an
analysis of the forecast errors to the calculation of the
multipliers from the performances recorded in 2011 and
estimated for 2012 (see the full text of our October 2012
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forecast). We therefore believe that the multiplier for the
euro zone as a whole in 2012 is 1.6, which is comparable to
the assessments for the United States and the United Kingdom.

Thus, the second condition for the recovery of the public
finances is a realistic estimate of the multiplier effect.
Higher multipliers mean a greater impact of fiscal restraint
on the public finances and, consequently, a lower impact on
deficit reduction. It 1is this bad combination that is the
source of the austerity-fuelled debacle that is undermining
any prospect of re-balancing the public finances. Spain once
again perfectly illustrates where taking this relentless logic
to absurd lengths leads: an economy where a quarter of the
population is unemployed, and which is now risking political
and social disintegration.

But the existence of this high multiplier also shows how to
break austerity’s vicious circle. Instead of trying to reduce
the public deficit quickly and at any cost, what is needed is
to let the economy get back to a state where the multipliers
are lower and have regained their usual configuration. The
point therefore is to postpone the fiscal adjustment to a time
when unemployment has fallen significantly so that fiscal
restraint can have the impact that it should.

Delaying the adjustment assumes that the market pressure has
been contained by a central bank that provides the necessary
guarantees for the public debt. It also assumes that the
interest rate on the debt is as low as possible so as to
ensure the participation of the stakeholders who ultimately
will benefit from sustainable public finances. It also implies
that in the euro zone the pooling of the sovereign debt is
associated with some form of control over the long-term
sustainability of the public finances of each Member State,
i1.e. a partial abandonment of national sovereignty that in any
case has become inoperative, in favour of a supranational
sovereignty which alone is able to generate the new
manoeuvring room that will make it possible to end the crisis.
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OFCE growth forecasts, October 12

Annual growth in GDP, %

2011 2012 2013
Euro zone 1.5 0,5 -0,1
Germany 31 0,8 0.6
France 1.7 0,1 0.0
Italy 0,5 -2,4 a1
Spain 0,4 1.4 1.2
Metherlands 11 -0,2 0,3
Belgium 1.8 -0,1 09
Finland 28 0.8 11
Austria 27 1,0 0.5
Portugal -1.7 2B -1,2
Greece 6,2 -6,2 -3,7
Ireland 0.8 =0, 4 0,1
United Kingdom 0,9 -4 0,3
United States 1.8 2,2 09
Japan 0.7 2.4 1,3

Lources - Mational cale |||.11||||'|\,.I OFCE forecasts Cotober 200 2,

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, labour
markets, productive capacity and the sustainability of public
debt in the two countries. The implications are crucial in
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
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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
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

=== Ex-West Germany e Germany

= France

35

0.5

R RIS
#00T
HWOE
L e
002
0002
#as1
Fa61
kA&l
Za6l
6461
EEET
a1
FHS1
Ia6l
aad1l
A6l
a6l
kGl
LL61
L6l
#9461
261
Paal
T961
sl
#oal
FLEL
L1
F4111
5l

Sowrce: IMNED.


http://www.ofce.sciences-po.fr/blog/wp-content/uploads/2012/10/G1anglais_Blog27-09.jpg
http://www.ofce.sciences-po.fr/blog/wp-content/uploads/2012/10/G2anglais_Blog27-09.jpg

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 is 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,
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.
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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
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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] 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.

The situation on the labour
market in France*

By Eric Heyer

The French economy is facing a number of imbalances, with the
two main ones being:

— a public deficit that at end 2012 is likely to come to about
4.5 GDP points, or close to 100 billion euros;

— a lack of jobs, which is leading to mass unemployment.

While the first point is the object of great attention, and
while it has been and remains the main or even the sole
concern of every EU summit over the last three years and is at
the heart of the European strategy on the crisis, it must be
acknowledged that this is not unfortunately the case for the
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second point. However, it is not unreasonable to ask whether
the priority in a country as rich as France should actually be
to reduce the deficit at all costs even if this may worsen the
plight of society’s most vulnerable and make it more difficult
for them to access the labour market.

Since the beginning of the crisis in early 2008, the French
economy has destroyed more than 300,000 jobs, and the number
of unemployed as defined by the International Labour Office
has increased by 755,000. More than 2,700,000 French are now
without jobs, i.e. 9.6% of the active population.

And this figure undoubtedly underestimates the real situation.
The French economy is currently creating only mini part-time
jobs that don’t last long; in the last quarter, 4.5 million
job contracts were signed: 3 out of 4 of these were contracts
lasting less than one month (mostly 1 day to 1 week). Someone
who signed one of these contracts and is looking for a job at
the end of the same month is not counted as unemployed. Their
inclusion would increase the jobless numbers and push the
French economy a little further into mass unemployment.

Moreover, and this 1is more disturbing, the unemployed
are getting older while remaining jobless — the number of
long-term unemployed is continuing to shoot upwards — and
thereby lose out in terms of both job skills and financially
as they shift from unemployment benefits onto the social
minima; in a study we conducted at OFCE for the National
Observatory on Poverty and Social Exclusion (ONPES), we
estimated that in France 100 additional unemployed during this
crisis will lead to 45 more people in poverty in 2012. Thus,
even stabilizing unemployment would not lead to halting the
deterioration of people’s situation — on the contrary.

It is therefore urgent to reverse current trends with respect
to employment and unemployment.

The surest way to do this is to put the French economy onto a



trajectory of dynamic growth: recall that low but positive
growth is not enough for the French economy to create jobs
again, as, given gains in productivity, the country’s economy
needs to grow by more than 1% in order to unleash a spiral of
job creation. Moreover, given the continuation of demographic
growth and the postponement of the retirement age, the labour
force is increasing by 150,000 people every year. It is thus
necessary to create more than 150,000 jobs in France before
unemployment will begin to fall, which corresponds to growth
of over 1.5%.

However, in light of the austerity policies being implemented
in France and by our European partners, this level of growth
seems unthinkable in 2012 and 2013.

So how can a further explosion of unemployment be stopped in
the near future?

The first step would be to change Europe’s strategy by
establishing, among other things, a “more moderate” austerity.

The second step would be to adopt the strategy Germany 1is
using for the crisis, that is to say, to reduce working time
by massively resorting to part-time work and to partial
unemployment schemes. Remember that 35% of German employees
are hired part-time, as against 17% in France. Furthermore,
during the crisis 1.6 million Germans have been on a partial
unemployment programme, compared with 235,000 in France. All
this has helped Germany to keep unemployment down during the
crisis.

The last solution is to use what in France is called the
“social treatment of unemployment”. As the private sector 1is
still destroying jobs, the public sector would offset part of
this by creating subsidized jobs.

The government seems to be taking this last path: 100,000
“jobs for the future” will be created in 2013 and 50,000 in
2014.



In the short term, given the economic situation, this strategy
seems to be the most effective and the least expensive.
However, in the medium term, it cannot replace a policy of
growth.

* This text is taken from a series of reports by Eric Heyer
for the programme “Les carnets de 1’économie” on France
Culture radio. It is possible to listen to the series on
France Culture.

Youth “jobs of the future”:
What impact on employment and
government finances?

Eric Hever and Mathieu Plane

The bill aimed at creating 150,000 “jobs for the future”
[emplois d’avenir] for unemployed youth will be submitted to
Parliament in October 2012. These 150,000 “jobs for the
future” are to be reserved primarily for young people from
deprived areas. What will be the net impact on employment and
public finances?

These full-time jobs, which are planned to last a maximum of
five years and are paid at least the minimum wage (SMIC), will
be 75% funded by the State, with the rest of the cost being
borne by local authorities, associations, foundations and
business. According to the Minister of Labour and Employment,
Michel Sapin, the goal is to create 100,000 jobs starting in
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2013.
The ex-ante cost of the measure

The gross annual cost of a “jobs for the future” contract paid
at the SMIC on the basis of a 35-hour full-time week is 24,807
euros. The cost per job for the public finances is 12,831
euros for 75% of the gross wage and 4,807 euros for the
exemption from employer social contributions. To this should
be added the remaining cost for the employer, or 7,276 euros,
when the employer is not a public entity. Based on the
assumption that two-thirds of the “jobs for the future”
created would be in the non-market sector and one-third in the
market sector, the total average annual cost for the public
finances therefore comes to 23,015 euros per contract. When
fully implemented, the cost of creating 150,000 “jobs for the
future” is estimated at 3.45 billion euros a year.

The impact of the measure

By assuming the creation of 100,000 subsidized jobs in the
non-market sector and 50,000 in the market sector, the impact
would be as follows:

With relatively weak deadweight and substitution effects in
the non-market sector (20% according to Fontaine and
Malherbet, 2012), 100,000 “jobs for the future” would lead to
the net creation of 80,000 jobs over the presidential term.
The ex-ante annual cost to the public finances for 100,000
“jobs for the future” in the non-market sector would be 0.12
GDP point, but ex post this would be only 0.07 GDP point
because of the extra income — and thus tax and social security
revenue — generated by the jobs created.

The state aid (75% of the gross salary) allows a reduction in
the cost of labour of 52% at the SMIC level, i.e. a total
reduction of 71% of the actual cost of a minimum wage job if
one includes the reductions in charges. With the impact of
employment elasticities at a maximum labour cost at the level



of the SMIC (1.2 according to a DGTPE study in 2007), the
50,000 “jobs of the future” in the market sector would
generate 27,300 jobs. The ex-ante cost to the public finances
would be 0.05 GDP point, and 0.03 GDP point ex post.

Ultimately, the measure would eventually create 107,300 jobs
(about 25% of these in the market sector), i.e. an annual net
creation of 72%. The ex-ante cost for the public finances
would be 0.17 GDP point, but the ex-post impact of the measure
on the public balance would be only -0.1 GDP point because of
the extra tax and social security revenue generated by the
jobs created and the consequent income gains (Table 1).

Table 1. Impact at 5 years of the measure on employment and the public finances

Ex ante public  Ex post public
balance balance
(in GDP points) (in GDP points)

Création of... :;1'?13151;: et o itta)

(%)

oo 100,000 in the non-market

sector B0 000 B0 % 012 0.07
50,000 in the non-market sector 27 300 55 % 0.05 0.03
Total (150,000 jobs for the future) 107 300 72 % 017 010

Source s OFCE calculations,

According to statements by the Minister of Labour and
Employment, two-thirds of the “jobs for the future” will be
set up in 2013. To assess the impact of this measure over the
presidential term, we started from the assumption that 25,000
full-time “jobs for the future” with a term of 5 years would
be created each quarter from the beginning of 2013 until
mid-2014.

Based on this profile for the implementation of the “jobs for
the future”, the net new job creation expected in 2013 would
be 71,600, with 35,700 in 2014, and then 0 from 2015 to 2017.
The ex-post impact on the public balance would be 0.04 GDP
point in 2013 and 0.06 point in 2014, i.e. a cumulative impact
on the public finances of 0.1 GDP point over time.
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Table 2. Impact of the measure on employment and the public finances
from 2013 to 2017

2013 2014 2015 2016 2017
Jabs for the future (1000s) 100 Q00 50000 0 0 0
Net job creation (1000s) 71 600 15 700 0 0 0
Ex-ante annual cost (billion euros) 1.44 33 3.45 3.45 3.45
Ex ante impact on public balance (GDP pts) 0.07 0.09 0.01 0.00 0.00
Ex post impact on public balance (GDFP pts) 0.04 0.06 000 0.00 0.00

Aodrce s OFCE calculations,
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Women’s Day

On the occasion of 8 March, we would like to remind our
readers that, together with Sciences-Po, the OFCE has
developed the specialist Research Programme for Teaching and
Knowledge on Gender Issues (PRESAGE).

A number of posts on this blog have taken up the subject of
occupational equality between men and women.
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Competitiveness at the
expense of equality?

By Hélene Périvier

Working time has made its appearance in the presidential
campaign, and the idea that people work less in France than
elsewhere 1is gaining ground. This is the subject of a report
by COE-Rexecode, which unfortunately does not take into
account the sexual division of labour.

The employment policies being implemented by European
governments are not, however, gender neutral, and ignoring
this gives a distorted view of the reality of how work 1is
divided up in our economies: an 1integrated approach to
equality (or “gender mainstreaming”), which requires thinking
about the differential effects of public policies on women and
men, 1is far from automatic.

The counteranalysis to the Coe-Rexecode report proposed by
Eric Heyer and Mathieu Plane emphasises the importance of not
just looking at full-time workers when trying to compare
working hours and their impact on the labour market dynamics
of the major European countries. Indeed, part-time workers
represent 26% of all employees in Germany, against 18% in
France, so it is misleading to exclude them from the analysis.

It is well known that the distribution of full-time and part-
time jobs is gender-biased: throughout Europe, women work
part-time more than men do. While in France about 30% of women
employees work part-time, the rate is 45% in Germany, and in
both countries the part-time rate for men is below 10%. The
gendered nature of part-time work is a factor in inequality:
recall for example that in France working time explains about
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half of the wage gap between men and women (see in particular
Ponthieux, Meurs). The issue of working time is central to the
promotion of occupational equality.

According to the methodological note to the Coe-Rexecode
report, “The annual data provided by Eurostat and published by
Coe-Rexecode in the paper, “La durée effective du travail en
France et en Europe” |“Average effective working time in
France and in Europe”] are the only data on average annual
hours of work that is comparable between European countries.”
It is unfortunate that in its order to Eurostat, Rexecode did
not see fit to ask for a gender breakdown of its data. This
would have provided a cost-effective way of determining trends
in working hours by gender in both countries. Despite this
omission, 1is there anything that can be said about changes 1in
working hours from a gender perspective in the two countries
during the last decade, based on the data available to us? How
were the adjustments in the labour market divided between
women and men?

The changes over the period studied are instructive in terms
of the employment policy approaches adopted in the two
countries. In the early 2000s, the introduction of the 35-hour
work week in France put an end to the reductions in charges
that had made hiring part-time workers attractive and which
had been driving the ramp-up of part-time employment 1in
France, without significantly affecting the employment
conditions of men. Since then, the rate of part-time
employment has been stable for women as well as for men (see
figure). In Germany, the implementation of the Hartz law
(effective as of April 2003) introduced “mini-jobs” [1], which
basically meant the creation of part-time precarious
employment. This affected both men and women, but while the
part-time rate of German men rose by 4.3 points, the rate of
German women rose by 8.2 points (Figure). German women were
thus significantly more affected by part-time employment than
were German men, or French women. Furthermore, the average
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working time for part-time jobs was slightly over 4 hours less
in Germany than in France (according to the Eurostat data).

French women were of course more affected by the increase in
part-time work than were French men, but this increase has
been limited, since new part-time jobs accounted for only 21%
of the total jobs created between 1999 and 2010. In contrast,
in Germany, part-time work has been the driving force 1in
employment during the period, with German women being the main
ones concerned by the individual reduction of working time:
they represent 70% of the battalion of part-time workers added
during this period. Thus, not only did France create more jobs
than Germany between 1999 and 2010, but the choice of a
collective rather than an individual approach to reducing
working time led to a more balanced distribution of employment
between men and women.

Change in the rate of part-time work among men aged 15-64 (in %)
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“Buy French”: From the slogan
to the reality

By Jean-Luc Gaffard, Sarah Guillou, Lionel Nesta

The current election campaign is lending weight to simplistic
proposals like the slogan “buy French”, which evokes the need
for France to re-industrialize. And to accomplish this, what
could be simpler than to convince the population to buy native
products designated with a special label? This is also more
politically correct than advocating a straightforward return
to protectionism. Employment is expected to benefit, along
with the balance of trade. But if we look more closely, not
only is it difficult to identify the geographical origin of
products, but even if that were possible, any preference that
these products might enjoy could well wind up in job losses.
This solution for dealing with the need for re-
industrialization ultimately reflects a refusal to get to the
bottom of the problem.

Can we really define what it means to “buy French”? Does it
mean buying the products of French companies? What about
buying products made [JJin France by foreign companies instead
of buying products made abroad by French companies? These
simple questions show that it is not so easy to pin down what
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is “Made in France”. One major difficulty is that the final
goods produced in a country usually incorporate intermediate
goods manufactured abroad. It may even happen that the
components of a final product are manufactured by a competitor
in another country. The 1iPhone is emblematic of this
fragmentation. Should we refrain from purchasing intermediate
goods from low-wage countries even though this makes it
possible to produce final goods at a lower cost and boost
exports by being more competitive on price? Those who think so
should no longer be touting German industry as an example,
since everyone knows about the growing share of imported
inputs in the production of the final goods Germany exports
(OECD, Measuring Globalisation: OECD Economic Globalisation
Indicators 2010, p. 212).

Imagine, nevertheless, domestic consumers who are able to
identify products with a high labour content and are ready to
make sacrifices out of a spirit of economic patriotism. Don’t
the polls tell us that over two-thirds of consumers would be
willing to pay more for French goods? While there are doubts
about whether they would actually do this, it would be risky
to ignore the opportunity cost of such a choice. Buying more
expensive products simply because they are French reduces
purchasing power. Other goods and services would not be
purchased or would be bought for less abroad. The balance
sheet for employment is far from certain.

Should this exercise 1in economic patriotism actually
materialize, it would be a way that consumers form attachments
to certain types of products, in this case based on their
place of manufacture, which would in turn reduce the intensity
of competition. This could lead the companies concerned to cut
back on their efforts to become more competitive on price and
other factors. Why, indeed, should they shell out for
expensive and risky investments when have a guaranteed
customer base? It’'s a safe bet that they will not do this
much, if at all. The national economy would then be locked in
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a low technology trap, doomed to slower growth, obviously with
damaging consequences for employment in the medium and long
term. This would also deprive the economy of the means to
innovate and improve the competitiveness of its products.

Finally, it is likely that the willingness to buy French
products would benefit products that replace goods made
elsewhere in Europe rather than goods made in developing
countries, either because the latter are no 1longer
manufactured at all in France or because the price differences
with French products would still be prohibitive. Ultimately it
would not be possible to avoid further shifts in production to
low-wage countries, with the consequent job 1losses.
Furthermore, from a European perspective the non-cooperative
character of this kind of measure could lead our European
partners to adopt reciprocal measures, which would be
detrimental to exports and employment.

The slogan “buy French” masks a refusal to see that the
downturn is a global phenomenon which calls for a
comprehensive response at the European level, and a refusal to
consider a proactive industrial policy that takes into account
the realities of supply as well as demand.

This is not just a matter of looking the other way. France is
undergoing a deindustrialization process that threatens its
capacity for growth. But who can deny that this phenomenon has
accelerated with the crisis and that this acceleration is set
to increase as the general austerity measures and restrictions
on _bank credit further undermine domestic and European demand
for consumer durables? Unless we are willing to accept that an
entire segment of industry in France and elsewhere in Europe
is destroyed, with no hope of ever returning, and with as a
consequence still greater disparities between countries and
sharper conflicts of interest, it is clearly urgent to support
this kind of demand.

Is this kind of support “the solution”? Of course not:
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propping up demand will not be enough, as an industrial policy
aimed at strengthening the supply side is also needed. The
point is not to protect domestic production nor to promote the
conquest of foreign markets through competition on taxation or
social charges, but to stimulate investments designed to
produce new goods and services, which is the only way to
create stable jobs. Rather than try to rely on dubious
slogans, the goal should be to consolidate production that has
the advantage of being high quality in terms of design, safety
and reliability, and which corresponds to what French and
European consumers genuinely want.

What employment policy during
a crisis?
By Marion Cochard

After a lull of only a year, unemployment figures started to
rise again in April 2011. We are seeing a replay of the
dynamics of the 2008 recession: a hiring freeze and the non-
renewal of temporary and fixed-term (“CDD”) contracts, with
redundancies to follow later in the year. The reason, of
course, 1is the current economic downturn, which 1is hitting
while French business margins are still in bad shape after the
shock of 2008-2009, particularly in industry. The weakened
companies no longer have the strength to cushion the fall as
they did four years ago. The French economy is thus expected
to slide into recession in the fourth quarter of 2011, and we
foresee a fall in activity of 0.2% in 2012. Given that annual
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growth of 1.1% is needed to kick-off job creation, the
resumption of job losses seems inevitable. If we add the
existence of a growing workforce to this bleak picture, the
number of unemployed will surpass the 3 million threshold by
year end.

On the eve of a tense social summit, what are the options for
cushioning the impact of the crisis on the labor market? Given
the urgency of the situation, the government has two main
levers that are responsive and 1inexpensive: partial
unemployment and subsidized jobs in the non-profit sector.

Partial unemployment can cushion the economic hardships faced
by business and retain skills in the companies. There 1is
substantial room to expand its use. By way of comparison, in
2009 maximum compensation for partial unemployment was
extended to 24 months in Germany, versus 12 months in France.
In addition, the greater level of state coverage in Germany
partly explains how extensively it is taken up there: partial
unemployment affected 1.5 million people at the peak of the
crisis, but only 266,000 in France. Nor does this put much of
a burden on public finances, as the 610 million euros
disbursed by the States on partial unemployment in 2009 were
offset by savings on unemployment benefits and the
preservation of human capital.

But partial unemployment benefits workers in stable industrial
jobs above all, while the brunt of the crisis is being borne
by those in precarious employment and young people. These are
the sections of the population targeted by subsidized
employment. Again, the government has some leeway, because
70,000 subsidized non-profit contracts were eliminated since
end 2010 and 300,000 since the early 2000s, and it is also not
a very expensive scheme. The creation of 200,000 jobs would
for instance cost the state 1 billion euros — contrast this
with the shortfall of 4.5 billion euros due to the tax
exemption of overtime, which, furthermore, is inconsistent
with the logic of partial unemployment. These programs are



targeted at those among the unemployed who are most isolated
from the labor market — the long-term unemployed and unskilled
— and would lower their risk of dropping out of the labor
market.

However, even though these tools should be used immediately,
they are still just stop-gaps. Partial unemployment remains
confined to 80% of industry and designed for short-term use.
If today’s dire economic situation continues, we know that
this approach will only delay layoffs. Similarly, subsidized
jobs are not intended to be long-term. These are low-paid
part-time jobs intended to deal with reintegration into the
labor market, and not a long-term approach.

The biggest challenge is really a correct diagnosis of the
current economic situation. By focusing negotiations on the
issue of partial unemployment and subsidized jobs, the
government seems to be betting on a quick recovery. Yet it is
precisely the combined effect of austerity plans throughout
Europe that will weigh on growth in the years to come.
Furthermore, the policy of reducing public deficits, which
will cost 1.4 percentage point of growth in France in 2012, is
expected to continue at least into 2013. It is difficult in
these circumstances to expect to pull out of the stagnant
situation quickly enough to avoid the 1looming social
catastrophe. Unless there are plans for a new permanent
reduction in working hours and the creation of public sector
jobs, the best employment policy remains growth. It is thus
the issue of macro-economic governance that is posed above all
today in France and throughout the euro zone.



“Social VAT”: Is 1t anti-
social?

by Jacques Le Cacheux

The prospect of a “social” value added tax, which was raised
anew by the President of France on December 31 during his New
Year speech, 1is once again provoking controversy. While the
French employers association, the MEDEF, has included this
measure in a series of proposed tax changes designed to
restore France'’s competitiveness, the Left is mostly opposed.
It views the “social VAT” as an oxymoron, an antisocial
measure that is designed to cut the purchasing power of
consumers and hits the poorest among them disproportionately
and unfairly. But what exactly are we talking about? And from
the viewpoint of taxes on consumption, what is the situation
in France relative to its main European partners?

The proposal to establish a social VAT represents, in fact, a
combination of two measures: raising the VAT rate and
allocating the additional revenue obtained to finance social
welfare, while lowering — in principle by the same amount -—
social contributions. The way that these two operations are
conducted can differ greatly: the rise in VAT could involve
the standard rate (currently 19.6%), the reduced rate
(currently 5.5%, but recently increased to 7% for a range of
products and services), the creation of an intermediate rate,
a switch to the standard rate of certain products or services
currently at the reduced rate, etc., while the reduction in
social contributions could cover employer contributions or
employee contributions, be uniform or targeted on low wages,
etc. Many policy choices are available, with distributional
impacts that are not identical.

France now has one of the lowest rates of implicit taxation on
consumption in the European Union (Eurostat). Its standard VAT
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rate was reduced to 19.6% in 2000 after having been raised to
20.6% in 1995 to help ensure compliance with the Maastricht
criteria, as the recession of 1993 had pushed the budget
deficit significantly higher. This rate is now slightly lower
than the rate applied by most of our partners, particularly as
the deterioration of public finances has recently prompted
several European countries to raise their standard rate of
VAT. The reduced rate, at 5.5%, was, until the increase
decided in December 2011 on certain products and services, the
lowest in the EU.

What can we expect from a social VAT? Let’s consider in turn
the effects on competitiveness and then on purchasing power,
while distinguishing the two aspects of the operation. A VAT
hike has a positive impact on the competitiveness of French
business, because it increases the price of imports without
burdening exports, which are subject to the VAT of the
destination country. In this respect, a VAT increase 1is
equivalent to a devaluation. In so far as most of France’s
trade is conducted with our European partners within the
European single market, this could be deemed a non-cooperative
policy. Fine, but if all our partners were to use this type of
“internal euro zone devaluation” — recall that in 2007 Germany
increased its standard VAT rate from 16% to 19% — and we
didn’'t, this would actually amount to a real appreciation of
the “French euro”. It would undoubtedly be better to aim for
improved fiscal coordination in Europe, and to work for more
uniform rates. But current circumstances are hardly favourable
for that, and the threat of a VAT increase may be one way to
encourage our main partner to show more cooperation on this
issue.

Allocating the revenue raised to reduce social contributions
will, in turn, have an additional positive impact on
competitiveness only if it leads to a real reduction in the
cost of labour to firms located in France. This would be the
case if the reduction targeted employer contributions, but not



if it were on employee contributions.

Can we expect a positive effect on employment? Yes, at a
minimum thanks to the impact on competitiveness, but this
would be small, unless we were to imagine a massive increase
in VAT rates. The effect of lowering labour charges is less
clear, because the employers’ social contributions are already
zero or low on low wages, which, according to the available
studies, 1is precisely the category of employees for which
demand is sensitive to cost.

Isn't the decline in the purchasing power of French households
likely to reduce domestic consumption and cancel out these
potential gains? In part perhaps, but it’s far from certain.
Indeed, the rise in VAT is unlikely to be fully and
immediately reflected in selling prices: in the case of
Germany in 2007, the price increase was relatively small and
spread over time —meaning that the margins of producers and
distributors absorbed part of the increase, thus reducing the
positive impact on business somewhat. In France, empirical
work on the increase in 1995 shows that it too was not fully
and immediately reflected in prices; and, although one cannot
expect symmetrical results, it’s worth recalling that the cut
in VAT in the restaurant business was not passed on much in
prices.

Would the rise in VAT be “antisocial” because it winds up
hitting the poorest households disproportionately? No! Don’t
forget that the minimum income, the minimum wage (SMIC) and
pensions are indexed to the consumer price index. So unless
these indexes were somehow frozen — which the government has
just done for some benefits — the purchasing power of low-
income households would not be affected, and only employees
earning above the minimum wage, together with earnings on
savings, would suffer a decline in purchasing power, if
consumer prices were to reflect the rise in VAT. It should
also be noted that, if there is a positive impact on
employment, some unemployed workers would find jobs and total
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payroll would increase, meaning that the depressive impact on
consumption often cited by opponents of this measure would
only be minor, or even non-existent.

In short, “social VAT” should be neither put on a pedestal nor
dragged through the dirt. As with any tax reform, we should
certainly not expect a panacea against unemployment, or even a
massive shift in our external accounts, even though it should
help to improve our external price-competitiveness. But
rebalancing our tax burden to focus more on consumption and
less on the cost of labour is a worthy goal. In the context of
globalization, taxing consumption is a good way to provide
resources for the public purse, and VAT, a French innovation
that has been adopted by almost every country, is a convenient
way of doing this and of applying, without explicitly saying
so, a form of protectionism through the de-taxation of
exports. VAT 1is not, on the other hand, a good instrument for
redistribution, since the use of a reduced rate on consumer
products ultimately benefits the better-off as much or more
than it does the poor. Most of our European partners have
understood this, as they either do not have a reduced rate (as
in Denmark) or have one that is substantially higher than ours
(often 10% or 12%). It would be desirable to make the French
tax system fairer, but this requires the use of instruments
that have the greatest and best-targeted potential for
redistribution: direct taxes — income tax, CSG-type wealth
taxes, property tax — or social transfers, or even certain
government expenditures (education, health). What is missing
in the proposed “social VAT” 1is making it part of a
comprehensive fiscal reform that restores consistency and
justice to the system of taxes and social contributions as a
whole.



