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Overview of the French economy
■ The French economy now seems to be in better shape than
it was five years ago, but the improvement has been limited.
■ Growth has picked up, but still lacks vigour. Although
progress has been made to boost competitiveness, the
country still has a long way to go. The fiscal deficit
continues to be reduced, and the unemployment rate has
finally begun to decline. Yet given the slow pace of
adjustments, both indicators are still high.
■ According to the European Commission, these imbalances
are gradually being corrected, to the point that in 2018,
France’s status could be revised from “excessive
imbalances” to “imbalances”, and the country will probably
exit the excessive deficit procedure.
Since early 2013, the French economy has been slowly
recovering. This turnaround goes beyond a cyclical
improvement and a simple return to growth, which is still not
very high. Fundamental improvements are also taking place, in
terms of competitiveness, public finances and the labour
market, although these positive signs still need to be confirmed
and accentuated. This article will present an overview of the
current state of the French economy at the start of a new
administration. We only intend to provide a broad outline of the
situation, and will provide a more in-depth analysis in our next
issue of Conjoncture.

Growth recovers, but lacks vigour
Over the past nine years (2008-2016), the main characteristic
of French growth has been its sluggishness, although it also
stands out for its resistance to shocks, from the 2008 financial
crisis to the European sovereign debt crisis of 2011-2012.
Between 2008 and 2016, real GDP in France rose at an
average annual rate of 0.6%, the slowest pace for such a long
period in the entire post-war period. Yet this figure is skewed
downwards by the two years of recession in 2008 and 2009.
Looking only at the period 2010 to 2016, annual growth
averaged 1.1%. Yet if we zoom further on 2012-2016, the
specific review period of this article, growth averaged 0.8%.
This reflects the weak performances in 2012 and 2013, with
average annual growth of 0.2% and 0.6%, respectively,
followed by a rebound over the next three years (1% in 2014
and 2015, 1.1% in 2016).
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We will begin by looking at the positive aspects of France’s
economic performance (see chart 1). The first observation is
that the 2008-2009 recession was less severe in France than
in the Eurozone: in 2009, GDP contracted at an average
annual rate of 2.9% and 4.5%, respectively. It was followed by
a robust recovery in France (1.9% in 2010, 2.1% in 2011), but
this momentum was cut short in Q2 2011 by the European
sovereign debt crisis. The average annual growth rate for 2011
is therefore misleadingly high: it was lifted solely by very strong
growth in Q1 2011 (+1.1% q/q, +2.9% y/y), before slowing
down sharply thereafter due to the impact of the sovereign
debt crisis.
Our second positive observation is that the French economy
managed at that time to avoid relapsing into recession. French
GDP managed to only stagnate between Q2 2011 and Q1
1
2013 , while Eurozone GDP declined 0.2% per quarter on
average over the period. Our third favourable observation
derives from the first two: French GDP returned to pre-crisis
levels in early 2011, while the Eurozone one failed to do so
until Q3 2015.
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Although French GDP is now significantly higher than its precrisis level (by about 5%), other indicators illustrate the
sluggishness of French growth. Per capita GDP did not rise
above its pre-crisis level until 2016, and by only 1%. Industrial
production, a much narrower but also symbolic indicator, is still
12% below its pre-crisis level. In the Eurozone, this shortfall is
much smaller at 7%. The Eurozone’s less negative
performance is nonetheless due to Germany, where
production has returned to the pre-crisis level (albeit without
exceeding it). In Italy and Spain, production is still well below
pre-crisis levels by 20% and 24%, respectively (based on data
available through March 2017).
Although less blatant, the current sluggishness of growth also
can be seen by comparing growth rates with previous
recoveries. If we take 2013 as our starting point, when France
exited a period of stagnation and the Eurozone pulled out of its
double-dip, the recovery is already four-years old. Over this
16-quarter period (Q2 2013 to Q1 2017), French quarterly
growth averaged 0.3% (which masks a rather bumpy growth
profile, with no signs of acceleration over the quarters). This
pace is a pale comparison to the figures reported in the 1970s
(quarterly growth averaged 0.9% over the same period),
although the differential narrows to only 0.1 point in more
recent cycles (1980s, 1990s and 2000s), when quarterly
growth averaged 0.4%, reflecting the trend towards slower
growth.

Contribution to growth of the components of GDP, percentage points,
annual average
▌Household consumption ▌Public consumption ▌Corporate investment
▌Household investment ▌Change in inventory ▌Foreign trade
▬ GDP growth
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The big question is whether the current situation will prevail. At
what point is the previous norm discredited, when the growth
differential was slightly in France’s favour (by an annual
average of 0.2 points from 1996 to 2013)? The answer is not
clear-cut. In recovery phases, France is usually handicapped
by its less cyclical nature. Yet at the same time, the
Eurozone’s stronger performance is mainly fuelled by Spain’s
catching up movement. When this movement will have run its
course, Spanish growth will lose momentum. France’s growth,
unlike the Eurozone, still seems to have the potential to
accelerate. In our latest set of economic forecasts, we estimate
that the growth differential will narrow to 0.3 points in 2017
(annual growth is expected to average 1.6% in France and
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Another indicator of sluggish French growth is the output gap.
2
It is still significantly negative , and does not seem to be
closing. For the past three years (2014-2016), effective growth
has barely matched potential growth (estimated at 1-1.1% by
the European Commission), unlike the Eurozone, where
effective growth (average annual rate of 1.6% in 2014-2016)
was significantly higher than potential growth (1%). As a result,
the output gap in the Eurozone is closing rapidly (see chart 3).
France’s negative growth differential with the Eurozone is the
last illustration of its sluggishness. First appearing in 2014, the
differential is big (1 point in 2015, 0.6 points in 2016). Granted,
there is nothing unusual about this situation. Between 2006
and 2008, France already underperformed the Eurozone by a
similar margin (see chart 4).
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2 The negative output gap is estimated at 2% by the IMF and 2.3% by
the OECD, compared to 1.3% for the European Commission.
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 Economic scoreboard for France
Indicator
Current account balance, 3-year average, % of GDP
Net external position, % of GDP

External
imbalances and Real effective exchange rate, 3 years % change
competitiveness Export market share, 5 years % change

2007

2012

2015

-4/+6%

-0.1

-1.0

-0.7

2016
-0.7

-35%

-8.9

-12.8

-16.4

-15.8

+/-5%

-1.6

-7.8

-2.7

n.a.

-6%

-17.0

-18.0

-5.4

-2.1

+9-12%

+5.7

+4.4

+2.5

+2.1

Deflated house prices, % year-on-year change

+6%

+3.6

-1.9

-1.3

+1.0

Private sector credit flow, % of GDP

+14%

11.2

4.4

4.4

n.a.

Private sector debt, % of GDP

+133%

115.6

138.5

144.3

n.a.

Public debt, % of GDP

+60%

64.3

89.5

96.2

96.0

Nominal unit labour costs, 3 years % change

Internal
imbalances

Threshold

Total financial sector liabilities, % year-on-year change

+16,5%

+12.6

+1.2

+1.8

n.a

Unemployment rate, 3-year average

10%

8.6

9.4

10.3

10.3

Participation rate (15-64 age group), 3 years change, in percentage points

-0,2%

-0.1

+0.4

+0.8

+0.6

Long-term unemployment rate, % of labour force, 15-74 age group, 3 years
change in percentage points

+0,5%

-0.3

+0.7

+0.6

+0.3

+2%

-0.9

+0.8

+0.3

-0.3

Youth unemployment rate, % of labour force in 15-24 age group, 3 years change
in percentage points
Table 1

Sources : INSEE, Commission européenne

1.9% in the Eurozone) before closing the gap in 2018 (average
growth of 1.6% in both France and the Eurozone).
France’s sluggish performance in 2012 to 2016 can be
attributed to a combination of cyclical factors, temporary
shocks and structural hindrances. To summarise, three factors
had a particularly big impact: fiscal consolidation, the loss of
impetus in emerging countries, and the construction sector
crisis. These negative factors offset external support factors
(ECB monetary stimulus and the decline in oil prices and the
euro) as well as domestic factors (notably measures to reduce
labour costs), against a backdrop hampered by the structural
weaknesses of the French economy.

Imbalances straining the economy: an overall assessment
In its latest in-depth review of the French economy, published
in February 2017, the European Commission reviewed these
weaknesses and reported on the country’s progress. France is
subject to an in-depth review because it has been identified as
a country with excessive macroeconomic imbalances. To
summarize using the Commission’s own words, these
imbalances “related to a weak competitiveness and a high and
increasing public debt, in a context of low productivity growth.
Other vulnerabilities were identified, including as regards the
segmentation of the labour market, the innovation capacity, the
limited efficiency of public spending and the complex tax
system, which weighs significantly on production factors”. An
aggravating factor, given the size of the French economy and
its strong commercial and financial integration with the rest of
the Eurozone: “these vulnerabilities have cross-border
relevance”. In other words, France is “a potentially important
source of (negative) spillovers for several other Member
States”.
Assessing the progress that has been made to correct these
excessive imbalances, the European Commission notes that “a
certain number of economic developments and reforms
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implemented suggest that they are in the process of a gradual
correction.” If this progress is confirmed, the Commission even
raises the possibility that France’s status could be revised from
“excessive imbalances” to “imbalances” in the next review in
2018. The country is also likely to exit the excessive deficit
procedure, assuming the government manages to uphold the
commitment to lower the fiscal deficit below 3% of GDP in a
lasting manner in 2017.
Although the Commission recognises that progress has been
made towards its 2016 country-specific recommendations, it
immediately qualifies them as follows:
-

Limited progress in terms of spending savings, corporate
tax reductions, streamlining the tax structure and improving
the efficiency of public innovation policy.

-

Some progress in terms of ensuring that minimum wage
developments are consistent with job creation and
competitiveness, vocational training, removing certain
barriers to activity in the services sector, and simplifying
and modernising the fiscal system (introduction of a
withholding tax on personal income).

-

Substantial progress in terms of ensuring that labour cost
reductions are sustained, and providing incentives for
employers to hire on open-ended contracts (thanks to the
El Khomri labour law).

-

No
progress
on
two
recommended
reforms:
3
unemployment benefits system and size-related criteria in
corporate regulations.

Table 1 lists the indicators monitored by the Commission to
quantify these imbalances, and flags the figures falling outside
3

After the setback in June 2016, negotiations on a new agreement reopened in early March 2017 and were completed in the same month,
after the Commission published its assessment.
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of the MIP thresholds in orange . In 2015, the reference year
for the Commission’s in-depth review, four out of fourteen
indicators exceeded the MIP thresholds: significantly so for
private debt and public debt, moderately so for the
unemployment rate, and just barely for the long-term
unemployment rate, which dropped back below the alert
threshold in 2016. The public debt ratio has been above 60%
since 2003, and private debt has been in warning territory
since 2011. The unemployment rate moved into the danger
zone more recently, in 2014. These unfavourable trends are
countered by one remarkable development: the export market
share indicator no longer exceeds the threshold for the first
time since 2001 (earliest available statistic).
Although well above the MIP threshold, the high private sector
debt ratio is not considered to be an excessive imbalance.
Despite the size of liabilities, in particular for non-financial
companies (NFC), equally large assets serve as a guarantee. In
the Commission’s eyes, the high debt burden of French NFCs is
therefore not particularly risky. Yet its steady growth since 2006
is noteworthy, especially since 2009, the year when the trend
began to reverse at the Eurozone level, i.e. pointing to a
deleveraging of NFC (see chart 5), driven largely by Spain, and
to a lesser extent by Italy and Germany. For the first time, the
debt ratio of French NFCs is now higher than the Eurozone
average. This trend, assuming it lasts, combined with the
persistently low profitability of French NFCs, is a potential source
of concern for the Commission.

Competitiveness, public finances, and the labour market:
what progress has been made?
In this section we will examine in greater detail the progress
that has been made on three major areas of reform for the
French economy: competitiveness, public finances and the
labour market.
We will begin with the one that has advanced the most,
competitiveness. There has been definite progress, but it is still
incomplete. We highlight here three points of improvement.
The most visible is the upturn in NFC profit margins, which
have regained a little more than 2 points from a Q3 2013 low of
29.7%. At nearly 32% now, they are still 1 point below their
pre-crisis average. The second point of improvement, and a
component of the first, is the slower pace of unit labour costs,
which slowed from an average annual rate of 1.9% between
2000 and 2010 to 1.1% between 2011 and 2016.
In terms of cost competitiveness, although France has posted
gains relative to Germany, where unit labour costs accelerated
between the two periods (to an annual average of 1.8%, from
0.8%), it continued to lose ground relative to Spain, where unit
labour costs dropped even more sharply (from +2.8% to -0.8%).
Compared to the Eurozone as a whole, France’s costcompetitiveness continued to deteriorate slightly (see chart 6).

4 Unlike the public deficit threshold of 3%, which automatically triggers
the opening of excessive deficit procedures, the thresholds for a
procedure for macroeconomic imbalances are not critical: they simply
indicate a threshold that it is best not to exceed.
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The third area of improvement is the significant slowdown in
the loss of export market share. Even so, there is still a long
road ahead before France regains market share, assuming
that is even possible, and reduces its structural trade deficit.
That will also depend on improving non-cost competitiveness,
a field where signs of improvement are hardly visible today.
France has also made some progress in reducing its fiscal
imbalances, but the results are more mixed. The deficit has
been cut sharply (from -7.2% of GDP in 2009, to -3.4% in
2016), but it is still very high in absolute terms, and relative to
the Eurozone average, which has narrowed to 1.5% of GDP
(see chart 7). France has made a major commitment to return
below the 3% threshold in 2017 and to maintain the deficit
below this level, but it will be a hard pledge to keep. Since
2014, fiscal consolidation has barely advanced because of the
combination of austerity measures (freeze on some
government’s areas of spending, cutbacks in transfers to local
governments, etc.) and stimulus measures (jobs plan, tax cuts,
etc.). As a result, the deficit is still high. The distinguishing
feature of the half-point reduction in the deficit in both 2015
and 2016 is that it was obtained through cutbacks in public
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spending as a share of GDP (-0.6 points), although revenues
also declined (0.1 points).
Yet each of these factors still has a high weighting (56.4% for
public spending, 53% for revenues, and a high compulsory tax
rate of 44.4%). The sustainability of the deficit reduction also
raises question because it is based more on temporary factors
(easing of debt servicing charges due to sharply lower interest
rates; decline in investment spending by local administrations)
rather than structural ones. Lastly, and most importantly, the
public debt ratio continues to rise, albeit at a slower pace,
whereas in the Eurozone, this trend as already reversed
course since 2015.
The least progress has been made in terms of the job market.
Granted, some improvements have been taking shape since
2015, in terms of job creations (+351,000 between Q2 2015
and Q1 2017 for the non-farm payroll sector) and decline in the
unemployment rate (-0.9 points over the same period). There
was also a remarkable improvement in the job content of
growth. In 2016, employment increased at the same pace as
GDP (+1.1%), the strongest increase since 2007, a year of
much more buoyant GDP growth (+2.3%). Yet these trends are
also accompanied by squeezing labour productivity gains. And
despite this favourable momentum, employment is still slightly
lower than its pre-crisis peak (by 1.3%). Another positive factor
worth noting is the turnaround in the Dares job market tension
5
indicator . It means that job seekers are unlikely to remain as
long in unemployment. Last, in Q1 2017, the unemployment
rate finally fell well below the symbolic level of 10% (to 9.6% of
the labour force). Though still high, this is the lowest level
since early 2012.
We would also like to highlight the belated, slow pace of the
improvement on the unemployment front. In the Eurozone
indeed, the unemployment rate began to decline in mid-2013,
and has fallen faster (-1.6 points since the French
unemployment rate began to decline in Q2 2015, and down 2.6
points since the Q2 2013 peak of 12.1%). As to the long-term
unemployment rate, the decline in France is even more recent
(mid-2016) and milder (-0.2 points to 4.1% in Q1 2017).
Although underemployment seems to have levelled off (at
6.2% of employed persons), the unemployment halo continues
6
to spread .
The number of Category A jobseekers registered with Pôle
Emploi (i.e. that have not had any work over the past month)
began to reverse itself in late 2015 and early 2016, and the
decline has been even milder still: from 3.6 million in October
7
2015, it was still holding at 3.5 million in April 2017 . There is
still a long road ahead before the number of jobseekers drops
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below the 3 million threshold and returns to the 2012 level. The
threshold of 2 million unemployed -- the low point reached in
2008 – seems even further off. We are also still waiting for the
early signs of improvement to take root and to grow sufficiently
to cut into the structural component of unemployment (see
chart 8).

Hélène Baudchon
helene.baudchon@bnpparibas.com

5 Ratio between job offers received and jobs wanted registered by Pôle
Emploi.
6 Underemployment concerns part-time workers who would like to work
longer hours, and those who are involuntarily working fewer hours than
usual (notably partial unemployment). The unemployment halo
comprises people who are not considered unemployed because they
do not meet all of the ILO criteria (to be without work, available to work
within two weeks, and actively seeking work).
7 All categories combined (A, B, C, D, and E), the number of job
seekers reaches 6.6 million and is only just beginning to level off.
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