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The momentum of private payroll employ-
ment has recently slowed in the euro area, 
as evidenced by job destruction in France 
and Germany in Q3.

This destruction can be partly explained 
by cyclical sectors, particularly construc-
tion. It is a sign that demand constraints 
are increasingly impacting companies and 
the labour market.

However, labour shortages remain high 
in the northern countries of the euro area 
and in Central Europe and, in general, 
in sectors where demand is not falling 
(aeronautics and building renovation in 
particular).

Beyond an economic slowdown, which we 
expect to last until spring 2024, impacting 
employment, the low level of unemploy-
ment and historically high labour shor-
tages should continue to characterise the 
European economy.

EUROPE: LESS WIDESPREAD BUT STILL MEANINGFUL LABOUR SHORTAGES  
Stéphane Colliac

Employment contracted in France and Germany in Q3 2023 (by 18,000 and 6,000, respec-
tively); this simultaneous decline is unprecedented (excluding the Covid period) since H1 2009 
(Chart 1)1. This follows a period of sustained job creation in these two countries and, more 
broadly, in the euro area, where employment quickly wiped out the effects of Covid, momentum 
which has only slowed very recently (from Q2 2023 onwards).
This evolution could indicate a risk of recession, as recession is usually accompanied by a 
contraction in employment. In France, the most cyclical sectors are cutting jobs, such as tem-
porary employment services or the construction industry. Industry, on the other hand, conti-
nues to benefit from job creation. In addition, there is probably a substitution effect between 
self-employment (still growing in Q3, much more than in 2009 notably) and certain forms of 
payroll employment (particularly temporary work), in favour of the increasing formalisation 
of self-employment (umbrella companies, a system which allows a self-employed person to 
obtain the social welfare advantages of employee status2) And lastly, a potential decline in 
apprenticeships may have begun, now contributing negatively to employment trends3. 

1For France, the last observation (Q3 2023) corresponds to the flash estimate of private payroll employment alone, 
with the flash figure only giving a figure for this scope.
2 Umbrella companies, allow a self-employed person to obtain the social welfare advantages of employee status 
through a contractual relationship through which an employee signs an employment contract with this umbrella 
company, which itself signs a commercial contract with a customer company. In this way, supported by the umbrella 
company, the employee provides its services to the customer company.
3 The number of apprenticeship contracts fell more sharply than usual between March and August 2023 (by almost 
100,000 contracts), suggesting that while the seasonal effect explains part of this decline, it probably does not 
explain all of it. 
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CHART 1 SOURCE: INSEE, DEUTSCHE BUNDESBANK, BNP PARIBAS CALCULATIONS
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The causes of this contraction of employment may have different 
consequences: beyond its perceived change in nature (substitution ef-
fect), is employment contracting due to the deterioration of the eco-
nomy or because the drop in unemployment, until Q2 2023, makes 
it difficult to recruit qualified personal in businesses under pressure? 
Probably a bit of both. In other words, are the euro area and its two 
largest economies (Germany and France) running the risk of seeing 
their activity slow down even more due to weak economic demand, 
or because supply is structurally hindered by the constraints it is ex-
periencing (labour shortage due to ageing of the population, matching 
issues as skills required to support the climate and digital transitions 
differ from available skills)?

HISTORIC LABOUR SHORTAGES
Several countries are suffering from labour shortages, such that com-
panies stated in the European Commission survey that these shortages 
are limiting their production to a relatively unprecedented extent, 
while the economic situation is deteriorating. The last major global 
recession that penalised employment dates back to 2009, as mecha-
nisms (furlough in particular) were put in place during the Covid-19 
pandemic to protect jobs. The structural drop in unemployment in the 
euro area after 2009 has continued, until reaching 6.5% in September 
2023 (Chart 2), a record low since the creation of the Monetary Union.
An overview by country shows that the labour shortage is not uniform 
and that divergences generally go hand-in-hand with differences in 
unemployment rates: the lower the unemployment rate, the more la-
bour shortages are identified as restrictive. As a result, Northern Eu-
rope (Denmark, the Netherlands, Germany) and Central Europe appear 
as the most affected regions (Chart 3). 

PERSISTENCE OR EVEN WORSENING IN SECTORS WHERE 
DEMAND IS NOT FALLING
Following the pandemic, the European economy suffered from signi-
ficant supply constraints. However, demand was affected by two suc-
cessive shocks: inflation and then rising interest rates. The increase in 
demand as a factor limiting production has therefore reduced the role 
of labour shortages, particularly in new construction or in the agrifood 
sector, two sectors that have suffered a drop in household demand 
(Charts 4 & 5).
After the Covid-19 crisis, intermediate goods (chemicals, metallurgy, 
plastics, wood/paper) were both subjects and vectors of supply diffi-
culties (lack of components, containers or packaging). Inherently, the 
downturn in the latter and the sharp increase in demand constraints 
have pushed the labour shortages in these sectors into the background.
In services, there is a reduction in the impact of labour shortages, 
which had limited the production of 23% of companies a year ago and 
which only restricted production for 18% of them in Q4 2023, i.e. the 
same proportion that is now experiencing demand constraints.
Shortages remain particularly detrimental in the sectors most affec-
ted by a ramping up – and therefore by a lack of demand problems 
– and/ or by a transformation of activity that requires attracting new 
skills. 

4 As a result, at the current delivery rate (715 aircraft over the last 12 months at the end of October), it would take nearly 11 years for Airbus to fulfil its order book (nearly 8,000 
aircraft), a time frame that could be reduced if Airbus is able to increase rates as desired (in particular, from 720 aircraft delivered in 2023 to 800 in 2024).

In particular, aeronautics (included in the “other transport” category, 
Chart 4) and specialised construction (including building renovation) 
are in this situation (Chart 5, where 2013 is taken as a benchmark 
period with a crisis on the real estate market). 
In aeronautics, it can even be seen that labour problems are increasing 
while supply shortages have slowed. This shortage of staff is conside-
red a factor limiting production for 26% of companies on average in H2 
2023, compared to 11% on average in 2022. These issues constitute a 
sword of Damocles capable of counteracting the ramping up in pro-
duction4.
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CONCLUSION
Back to our original question (labour market situation and risk of reces-
sion) and taking France as an example, it appears that recession and job 
destruction have gone hand-in-hand in the past (in 1993, 2009 or 2020), 
but this was not the case in 2012-13, when growth weakened signifi-
cantly without causing a general drop in economic activity, bringing the 
labour market with it. We could be moving towards such developments 
in 2023. In fact, it appears from the sector divergences noted above that 
the economy remains much more binary than during previous periods of 
economic slowdowns: for example, the new constructions sub-sectors 
are contracting in general, while maintenance and renovation are hol-
ding up (unlike 2013, when everything collapsed). Reflecting this dyna-
mic, payroll employment in the sector has fallen, but self-employment 
(building crafts sector) continues to grow.
In general, over the next few quarters, the European economy may well 
see job destruction once again, as France or Germany did in Q3 2023, 
particularly because some sectors are experiencing a drop in demand 
and because those sectors that could counteract these negative deve-
lopments, are struggling to recruit. However, while the fall in inflation 
has begun and the rise in interest rates should have produced its main 
negative effects in H2 2023 and early 2024, demand should gradually 
recover. 
For France, if our scenario of a slight economic shock were to occur, 
the impact on unemployment would be moderate and would not last 
beyond a few quarters. This means that unemployment should remain 
contained within what the unemployment insurance law calls a “market 
under pressure” (in practice, the unemployment rate should not exceed 
8% in the coming quarters, according to our forecasts). Labour shortages 
are therefore likely to continue.

Stéphane Colliac
stephane.colliac@bnpparibas.com
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