FOREIGN EXPERIENCE

DOI: 10.15838/esc.2022.5.83.3
UDC 332.1(075.8), LBC 65.6(4Fra)

© Sapir J.

The French Economy between the COVID-19 Pandemic and a New
Geopolitical Situation: Relapsing into the Crisis or Overcoming It?

Jacques SAPIR

Ecole des hautes études en sciences sociales
Centre d’études des modes d’industrialisation
Paris, France

e-mail: sapir@msh-paris.fr
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sanctions imposed by the European Union, the French economy is at risk of serious inflation issues.
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French economy and other economies of the European Unions is a kind of inflation caused by deficit
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protect people and businesses during the COVID-19 crisis, is faced with the need to provide significant
assistance again. Both fiscal and monetary policy will be disrupted. A sharp increase in public debt is also
expected. France has encountered an unprecedented economic situation, when the rules of a market
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economy to adapt to the consequences of the new geopolitical situation.
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Introduction

By the end of the first half of 2022, the French
economy was at a crossroads. Moving toward
recovery from the various shocks caused by
COVID-19 and pandemic-related restrictions,
it now faces the consequences of the situation
in Ukraine and the interaction of sanctions and
counter-sanctions, in other words, the economic
consequences of restructuring international trade
and what has been called globalization. The latter
has already been the subject of much criticism
(Sapir, 2009a). Today, however, globalization
is seriously threatened by the formation of two
opposing blocs in the world!. In this context,
the French economy is experiencing significant
exogenous shocks in both its growth and inflation.
They are already recognized at the highest level, for
example by the Bank of France? or the National
Institute of Statistics and Economic Studies
(INSEE)3. Undoubtedly, these shocks have the
potential to disrupt the French economy.

But beyond that, the French economy is still
struggling with the aftermath of the 2008—2010
crisis (Streeck, 2018), after which it became
crippled. The economy has never fully overcome the
consequences (Sapir, 2009b). Thus, the problems
it faces and will face even more by the end of 2022
cannot be attributed solely to external shocks.

But many economists and ministry officials in
charge of economics and finance tend both to
minimize the impact of these external shocks and
to overlook that they are hitting the economy that
has been changed due to the COVID-19 crisis.
They tends to ignore that the problems caused by

' Lukyanov FA. Why the West has failed to get the rest
of the world on board to support its confrontation with Russia.
Available at: https://eng.globalaffairs.ru/articles/why-the-
west-failed/

2 Available at: https://publications.banque-france.fr/
projections-macroeconomiques-juin-2022

3 Available at:  https://www.insee.fr/fr/statistiques/
6468527
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the new geopolitical situation* have also been part
of the structural dynamics of the French economy
in recent years. This explains, at least in part, the
limited and incomplete nature of the answers
that economists and officials intend to give to the
problems facing the French economy. In a situation
where production is partially limited by supply,
the classical Keynesian answer, while necessary?,
is insufficient. The inflation affecting the French
economy, as well as all European Union economies,
is a form of inflation caused by scarcity, rather than
excess demand. Fighting this type of inflation
requires a different type of policy than traditional
monetary policy.

In a situation of uncertainty, it is also
inappropriate to rely on the functioning of a market
economy. Forms of planning along the lines of what
was implemented in France from the late 1940s
to the late 1960s would have been much more
appropriate to the challenges facing the French
economy.

Conditions for economic recovery after the
recession caused by COVID-19

At the end of 2021, the French economy entered
the path of a relatively rapid economic recovery after
the recession caused by the COVID-19 pandemic®.
However, there are important questions that remain
unresolved. Thus, GDP growth slowed markedly
(-0.2% in Q1 2022 vs +0.5% in Q4 2021) due to

4 Kammer A., Azour J., Aemro Selassie A., Goldfajn 1.,
Rhee C. Comment la guerre en Ukraine se répercute dans
toutes les régions du monde. Available at: https://www.imf.
org/fr/Blogs/Articles/2022/03/15/blog-how-war-in-ukraine-
is-reverberating-across-worlds-regions-031522

5 Allégre G., Geerolf E, Timbeau X. Inflation en Europe:
les conséquences sociales de la guerre en Ukraine. Available at:
https://www.ofce.sciences-po.fr/blog/inflation-en-europe-
les-consequences-sociales-de-la-guerre-en-ukraine/

¢ A good approach to the methodology needed to
analyze these exogenous shocks can be found in: Dauvin
M., Sampognaro R. (2021). Le modéle “mixte”: un outil
d’évaluation du choc de la Covid-19”. Revue de I'OFCE,
2(172), 219-241.

Economic and Social Changes: Facts, Trends, Forecast



FOREIGN EXPERIENCE

Sapir J.

falling domestic demand: household consumption
declined sharply (-1.3% after +0.6%), investment
growth, in other words, gross fixed capital formation
(GFCF) declined slightly (+0.2% after +0.3%).
Thus, final domestic demand, not tied to stocks,
fell -0.5% in the first quarter of 2021 after a change
of +0.4% in the previous quarter’. This posed a
problem, as France was hit harder by the COVID-19
recession than many of its neighbors (Sapir, 2021).
The semiannual results, while showing a slight
improvement, did not allay concerns about growth.
The latter recovered in the second quarter of 2022
(+0.5%), but the forecast, which seems optimistic
to us, should slow to +0.2% in the third quarter and
0.0% in the fourth quarter®.

In 2020, France’s economy was much more
shaken than that of some neighboring countries.
The depression caused by complete and partial
isolation in 2020 and early 2021 was stronger

in France than in Germany, Belgium, or the
Netherlands, but relatively weaker than in Spain
and Italy (Fig. 1).

We should note that France lies between the
countries hit hard by this depression, such as Italy
and Spain, and the countries that are much less
affected (Germany and the Netherlands). The
measures taken by the government, in particular the
“at all costs” principle, which favored mass support
for workers, certainly made it possible for France
to limit the negative impact of COVID-19 on the
economy, but at a high cost to the state budget.
Therefore, we should pay attention to two points:

— on the one hand, the total weight of debt in
GDP is much higher than the EU average, even if
it remains much lower than that of Italy;

— on the other hand, the support was provided
mainly by non-monetary measures and not directly
at the expense of the budget (7ab. 1).

Figure 1. Development of Europe’s largest economies during the COVID-19 crisis, % (2018 — 100%)
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7 Available at: https://www.insee.fr/fr/statistiques/6526900
8 Avaialble at: https://www.insee.fr/fr/statistiques/6539677
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Table 1. Volume of state support in 2020, % of GDP

Fiscal measures Monetary measures Overall effect Fiscal measures, % of total
EU 3.8 6.8 10.6 35.9
France 7.7 15.8 23.5 32.9
Germany 11.0 27.8 38.9 284
Italy 6.8 35.5 423 16.1
Spain 4.1 144 18.6 22.2
Austria 8.6 2.4 11.0 78.0
Belgium 7.2 11.9 19.1 37.7
Finland 3.0 7.0 10.0 29.9
Non EU
UK 16.3 16.1 324 50.2
USA 16.7 2.4 19.2 87.3
Source: IMF.
Table 2. Dynamics of expenses (broken down by quarter), %
2020 2021 2022
Q1 02 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 | @3 | Q4
GDP 57 | 137 | 194 | 14 | 0.2 1.0 3.2 04 | -02
Household consumption expenditures | -5.5 | -11.5 | 19.0 | -5.6 | 0.2 1.2 58 0.3 -15
Total government consumption 35 | -11.7 | 184 | -06 | -0.2 | -0.1 | 3.3 0.4 0.2
Source: INSEE.

The consequences of this mode of support
became apparent in 2021 and early 2022. The
indebtedness of small and medium-sized enterprises
increased, which entailed new ways of support.

At the end of each period of self-isolation,
especially in the third quarter of 2020, household
consumption recovered. This was positively
influenced by the economic measures taken by the
government as part of the so-called “at all costs”
policy (Tab. 2). At the end of 2021, the Minister
of Public Accounts, working under the Minister of
Finance, estimated the costs caused by COVID-19
at 170—200 billion euros’.

However, the decline in household consumption
in the first quarter of 2022 (-1.5% after +0.3%)
indicates an unsustainable recovery in activity.
Gross disposable household income in current euros

% Available at: https://www.20minutes.fr/economie/
3133535-20210926-crise-covid-19-coute-entre-170-200-
milliards-euros-etat
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declined in the first quarter of 2022 (-0.5% after
+1.9%). An analysis of the sources of household
income shows that, in particular, social payments
fell sharply in the first quarter of 2022 (-1.5% after
+2.7%). This is the result of a mechanical leeway of
“inflation compensation” payments to households
at the end of 2021.

The decrease in consumption was partially offset
by the January 2021 increase in basic pensions and
a sharp increase in sick leave due to the Omicron
variant. In addition, fiscal charges increased sharply
(+3.6% after -0.5%).

Wage growth for household members slowed
slightly (+1.0% after +1.3%): wage employment
continued to increase (+0.3% after +0.4%), but
average per capita wages declined slightly (+0.7%
after +0.9%) due, in part, to an increase in sick
leave'®.

10 INSEE, Informations Rapides, 137, 31 mai 2022.
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Thus, household consumption declined,
especially for vehicles (-2.3% after -0.9%), other
manufactured goods (-2.1% after -0.6%), and hotel
and restaurant services (-3.9% after -0.9%).
Consequently, household consumption in the first
quarter of 2022 remained below the level it reached
in the fourth quarter of 2019 (Fig. 2, Tab. 3). If final
domestic demand exceeds the level of the fourth
quarter of 2019, it will be due to the measures taken
to prevent consumption from declining too much
from the fall of 2020 to early summer of 2021.

However, it should be noted that support
measures did not cover part of the population,
especially people with the lowest incomes and
the self-employed (private entrepreneurs).
Assistance was mainly provided to the employed
population.

It is worth noting that the slowdown in the
recovery of investment growth is associated with
both a decline in public investment and stagnation
since the third quarter of 2021 of investment by
households and non-financial companies (Fig. 3).

Figure 2. Macroeconomic indicators, % (the fourth quarter of 2019 — 100%)

o

06.0
05.0
04.0
30 —
083 ‘ — —
990 | W\ N —
9810 N\ — ~
39 \ ~—_  _—/

; L. | N _/
320 N\ N\ —

i N\
339 N\ 1]

\ 1/

910 \ /]
90.0 \ 1/
89.0 \ Y /A
830 \“\' 7/
88 N\ 7/
go-0 N \\///
829 \\///
83.0 \7/
82.0 \ \//

; \ V/
810 \ ¥/
80.0 \ /
790 \/
780
770
760

T4-2019 T1-2020 T2-2020 T3-2020

T4-2020 T1-2021 T2-2021 T3-2021 T4-2021 T1-2022

a—— GDP
Household consumption
e Final domestic demand

Gross fixed capital formation
Administrative consumption

Source: INSEE and CEMI.

Table 3. Final demand components dynamics (the fourth quarter of 2019 — 100%)

04 Q1 02 Q3 04 Q1 Q2 Q3 Q4 Q1
2019 2020 2020 2020 2020 2021 2021 2021 2021 2022
GDP 100.0 94.3 81.4 97.2 95.8 96.0 97.0 100.1 100.5 100.3
Household consumption 100.0 94.5 83.6 99.5 93.9 941 95.3 100.8 101.1 99.6
Administrative consumption 100.0 96.5 85.2 100.9 100.3 100.1 100.0 103.3 103.7 103.9
Final domestic demand 100.0 94.8 83.6 98.5 96.6 97.5 98.4 100.8 101.6 101.2
Source: INSEE.
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Figure 3. Investment dynamics, % (the fourth quarter of 2019 — 100%)
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Figure 4. Savings rate of households, %
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Nevertheless, household savings increased
dramatically during the quarantine in 2020 and
early 2021. Most of the middle and upper middle
class saved what they could no longer consume.
Therefore, one would think that we faced a
conjunctural phenomenon.

However, events in 2021 show that while the
savings rate will decline slightly, it will not return to
2018—2019 levels (Fig. 4). Thus, the health care
crisis seems to have served as a warning of global
uncertainty. Thus, households faced with this
uncertainty tend to increase their savings.

It should be noted that this applies only to the
population from the fourth decile. The first deciles,
that is, the population with the lowest incomes,
actually lost their savings due to the health care
crisis. Thus, the crisis led to an increase in income
inequality.

The savings accumulated by part of the
population remain largely passive. One reason for
this situation is that the expectations of both
entrepreneurs and households about the prospects
of the French economy are not conducive to
investment. We should also note that companies,
whose debt levels have risen sharply because of
the health care crisis, prefer to use their resources
to reduce debt for fear of a significant increase in
interest rates.

Weak investments by households and busi-
nesses could (and should) have been compensated
by public investments. But the state is in the grip of
a significant increase in social spending (due to
the COVID-19 crisis and the need to protect the
population from rising prices, which began to be
felt in the summer of 2021) and the fear of not being
able to service the sharply increased public debt.

Figure 5. Public debt, % of GDP
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Source: INSEE.
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In fact, the national debt, which reached
114.5% of GDP in the first quarter of 2022, has
increased in two stages since 2000. Figure 5 reflects
that its increase is on a “ladder during crises”,
whether it is the financial crisis of 2008—2010 or
the COVID-19 crisis. Such increases are normal.
The stages of debt growth correspond to periods of
implementation of fiscal policies aimed at limiting
the impact of these crises. However, we also see that
it increased slowly but surely between 2010 and
2019.

Concerns about debt service (or its cost) arise
because the European Central Bank, like other
international central banks, raises key rates.
Nevertheless, this could be expected from late
2020 or even early 2021. In this context, the
French government has seen no other option
than to keep social spending high and limit public
investment, while demand is very high. Thus,
this political choice is combined with “austerity”
reflexes, resulting in a relatively low level of public
investment, which has been holding back GDP
growth since the third quarter of 2021.

With the onset of the COVID-19 crisis, labor
productivity began to decline. There are many
explanations for this decline, which has led to an
increase in wage employment as production
struggles to return to 2019 levels.

To some extent, it was influenced by the health
measures adopted by companies. In particular, the
mass shift to telecommuting in the spring of 2020,
which was welcomed by company leaders, turned
out to be negative in terms of working conditions
over time (there were risks of employees working
remotely more than two days a week) and had a
detrimental effect on productivity.

We should also note that measures to support
employees and companies have led to the

preservation of a certain number of organizations
that would normally have to disappear. They are
called “zombie companies”!!.

In addition, labor market imbalances associated
with shortcomings in vocational training and skewed
wage structures that rendered various productivity
measures ineffective may have led to a situation in
which productivity fell. Also, the supply disruptions
that have characterized the French economy
since late spring 2021 have certainly contributed
to its decline. Overall, wages, employment, and
productivity indicators have not returned to the level
of 20192,

However, while the decline in productivity has
a favorable effect on the unemployment situation,
it affects the macroeconomic situation in two
ways:

— contributes to an overall increase in prices;

— leads to a greater deterioration in the balance
of trade than competitors.

This is confirmed by statistical data.

Indeed, one of the consequences of the
COVID-19 crisis in France has been a greater
reduction in exports than in imports. This can be
understood when one considers that many
businesses have had to suspend operations because
of the quarantine and that the global demand for
goods produced by French industry (in particular
transport equipment) has dropped significantly.
However, we see that the gap compared to the
situation in 2019 persists in 2021, during the gradual
recovery of the global economy from the crisis
caused by COVID-19 (Fig. 6, 7).

Undoubtedly, the competitiveness of the French
economy has deteriorated sharply due to the health
care crisis. This could affect the competitiveness of
the economy in the future and also creates risks of
inflationary tensions.

' Benassy-Quéré A. L’année des Zombis? Available at: https://www.tresor.economie.gouv.fr/Articles/2021/01/07/

2021-1-annee-des-zombis

12 Emploi, chémage, revenus du travail. Edition 2022. Avaialble at: https://www.insee.fr/fr/statistiques/6453776
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Figure 6. Apparent production productivity, % (the third quarter of 2013 — 100%)
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Figure 7. Foreign trade dynamics, % (the fourth quarter of 2019 — 100%)
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We should note the following regarding the
above:

* France’s economy has not recovered
despite the government’s considerable financial
efforts during the crisis; after the rebound at the
end of 2020, it remains in a phase of weak
growth;

+ foreign trade performance is below the
2018—2019 level, but the trade deficit tends to
increase significantly, indicating a sharp deterio-
ration in the country’s competitiveness;

+ since June 2021, the manufacturing industry
has been stagnating, while the “automotive” and
“transport equipment” sectors have recorded a drop
in production volumes, which clearly indicates the

continuation of the cycle of deindustrialization.

The problems of “deficit” inflation in France

Inflation has been a serious problem for the
French economy since the beginning of fall 2021.
This is reflected in the rise in prices of some crucial
commodities (fuel, microprocessors as well as
food), which, in addition to their direct impact on
the economy, lead to an increase in the prices of
other products'. Thus, this is inflation of a special
type, which is not due to excessive demand, but to
a shortage of supply caused by certain conditions.
The monetary dimension of this inflation seems
weak. The French economy, like all European
economies, actually faces a large change in relative
prices, which requires specific measures (Aoki,
2001). Such inflation can spread because of the
rigidities that exist in the production process and the

Figure 8. Growth of prices for imported products, % (2015 — 100%)
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13 INSEE, Informations Rapides, 139, 31 mai 2022.
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inability to replace, at least in the short to medium
term, certain products (Greenwald, Stiglitz, 1989;
Stiglitz, 1989).

The turning point actually came at the end of
spring 2021. It was then that it became possible to
measure the gap between the recovery of demand,
which was gradually returning to normal levels, and
the difficulties of resuming supply. The latter was
hampered by the long-term effects of COVID-19
in the manufacturing sectors (relatively slow
resumption of certain activities), as well as in the
transport and logistics sectors.

This explains why inflation was first felt at the
level of imported products (Fig. &§). Then it gradually
affected various industrial sectors in France, because
of rising costs or a shortage of certain resources.
This upturn gradually took on the features of a
domestic upturn. To it is added the growth caused by

the contradiction between savings and investment.
Thus, inflation is not the result of the situation in
Ukraine or the Chinese isolation (although they
have undoubtedly worsened the situation).

Over the year, according to INSEE’s preliminary
estimate, consumer prices will rise 5.8% in June
2022 after rising 5.2% in May 2022 and +4.8% in
April. The price increases are due to three main
reasons: accelerating energy price increases, rising
food prices, and increases in manufactured goods.
However, the growth is uneven.

While consumer prices rose 0.6% for the month,
compared to +0.4% in April, the difference is not
significant. Energy prices are recovering along with
the rise in prices for petroleum products, but,
according to INSEE, the rise in food prices will be
less noticeable than in April. Prices of services and
manufactured goods will decline (Fig. 9).

Figure 9. Price growth, %
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Consequently, the price increase largely depends
on the disruptions in production and logistics
caused by the crisis related to the spread of
COVID-109. It is not directly related to the situation
in Ukraine. But, obviously, it can only accelerate
the price increase. In the case of France, this is
exacerbated by a decline in productivity, which has
some inflationary consequences.

Price increases are mainly due to disruptions in
the production process and supply chain. As
mentioned above, the increase in product prices is
mainly due to higher costs!*. But it is important to
remember that inflation always causes significant
shifts of wealth in the economy (Varoudakis, 1995).
This affects businesses differently. Small and
medium-sized enterprises suffer more than large
and very large ones, which has much to do with
the ability of large companies to negotiate certain
prices. Thus, the effect on the margin rate may be
different depending on the size of companies. It is
also obvious that the dynamics of this phenomenon
will not be the same depending on the sectors of
activity. Therefore, the specifics of each sector
should be taken into account when setting prices
(Mankyw, Reis, 2002). This conclusion then opens
up a research agenda that differs from the standard
one, emphasizes demand imbalances, and may
be close to the research agenda of economists
representing the French school of regulation,
in particular because of the importance given to
the notion of a production system composed of
heterogeneous sectors (Aglietta, 1976; Boyer and
Mistral, 1983; Mazier et al., 1984).

We should note that Germany seems to suffer
from this phenomenon more than France because
of its greater dependence on energy imports.

The decline in labor productivity, which we have
already mentioned, also plays its part. From this
point of view, given the size of its fall after the

14 Benassy-Quéré A. Coup de chaud sur les prix. Available
at: https://www.tresor.economie.gouv.fr/Articles/2021/10/18/
coup-de-chaud-sur-les-prix
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COVID-19 crisis, it is not surprising that there is a
sharp rise in prices.

In general, non-monetary inflation is clearly
visible (Sapir, 2010). Today, the question of its
sustainability is raised".

Finally, it should be noted that price increases
cannot be perceived equally by the population.
Lifestyles are highly correlated with income levels,
and the housing issue, including transportation
costs, will determine how price increases will affect
different segments of the population.

The fact that the main increase in prices is in
energy and food indicates that the part of the
population living outside of major metropolitan
areas and having a low level of income (with a high
share of food consumption) will be significantly
more affected by this upward movement.

The impact of rising prices on the income
balance of a great part of the population, that is, on
what is left over for the household after basic
expenses, is significant.

Thus, we can see that the upsurge in inflation
will certainly continue, as its causes remain or
even worsen due to the situation in Ukraine, the
imposition of sanctions and counter-sanctions.

The monetary policy measures that the Central
Bank plans to adopt will have little effect. Demand
is not excessive, but external factors prevent the
growth of supply.

What is important, however, is that inflation,
which has been absent for almost thirty years, has
returned as a main economic problem. It is also
possible that in 2023 there will be another inflation,
this time related to distributional problems.
Inflation exacerbates social disparities, so it is
urgent to recreate the “Conference on price and
income policies” which operated in France from
1948 until the end of the 1960s.

5 Gaffard J.L. Linflation, phénoméne durable ou
transitoire? Un apergu historique pour comprende. Sciences-
P6 — OFCE Working Paper 05/2022. Available at: www.ofce.
sciences-po.fr/pdf/dtravail/WP2022-05.pdf
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Exacerbation of the problems of the French
economy in the context of the situation in Ukraine

The situation in Ukraine, which has created a
context with the different waves of sanctions
adopted by the European Union and Russia’s
counter-sanctions, undermines international trade.
This will inevitably have painful consequences for
the French economy due to the impact of rising
energy prices and possible energy shortages by the
winter of 2022/2023, as well as the supply chain
problem.

The dependence of the French economy on
international trade is a serious problem. It is clear
that playing the market alone will not solve it and a
corresponding and active economic policy will be
necessary. But the latter is still unlikely for political
reasons.

The situation with Ukraine, through the
mechanisms of sanctions and counter-sanctions,
will have serious consequences for the French
economy. Despite the fact that France is less
dependent on hydrocarbon supplies from Russia
than other European countries, the overall increase
in energy prices will have a significant impact on it.
The rise in energy prices will continue even if, due to
a possible regional recession in Europe, it stabilizes
over the summer. Sharp increases in energy prices
are expected next winter'®.

Note that the forecasts (Tab. 4) were made in
June 2022. Since then, the oil and gas supply
situation has further deteriorated. Thus, we can
consider these forecasts to be very optimistic
about the situation this winter and in 2023. Public
debt is likely to exceed 112% of GDP and could
reach 120% due to budgetary measures taken to
compensate for the increase in the price of fuel. As
for GDP growth, a recession forecast of about -1%
does not seem realistic at present. If Germany’s
recession is -3.0 to -4%"7, then France’s is at least
-2% or worse.

There is also the question of refined products
(diesel) and products derived from hydrocarbons
(fertilizers). The French economy depends relatively
weakly on imports of Russian oil, but most of the
consumed diesel fuel is bought in Russia. The share
of fertilizers bought directly or indirectly from
Russia is also significant, so the price increase will
have an impact on agriculture in France.

In addition to the impact on industrial
production and transportation services, there will
be an impact on household consumption. The
consequences of rising prices and shortages of
certain goods could have a significant impact on
economic growth in 2022 and 2023. However, this
problem does not only affect France. In Germany,
for example, growth may be only 1.7% instead of

Table 4. Comparison of the main scenario and the unfavorable scenario

Main scenario Unfavorable scenario
2022 2023 2024 2022 2023 2024
GDP +2.3% +1.2 +1.7% +1.5% -1.3% +1.3%
Price index 5.6% 3.4% 1.9% 6.1% 7.0% 0.7%
Public debt (% of GDP) 112 109 109 113 114 117

macroeconomiques-juin-2022.

Source: Banque de France, Projections Macroéconomiques, June 21, 2022. Available at: https://publications.banque-france.fr/projections-

16 Available at:

https://www.latribune.fr/entreprises-finance/industrie/energie-environnement/electricite-la-france-s-

oriente-vers-des-prix-deux-a-trois-fois-plus-eleves-qu-ailleurs-en-europe-924199.html

17 Available  at:

https://www.dbresearch.com/PROD/RPS_EN-PROD/PROD0000000000524884/Shipwrecked.pdf?

undefined&realload=EBk972~j44ue AbDDeho5nDAJOUrRxXKalLtze G23hN2zBXggm DHPHSKECgPjfGCii
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4.5% in 2022, and the recession will begin in 2023.

Given the high degree of uncertainty in the
current situation, forecasters at the Bank of
France have developed an unfavorable scenario
for the economy in which additional risks
materialize, including much more pronounced
tensions over energy and food prices. The
unfavorable scenario should be interpreted as a
risk in relation to the main scenario, which at this
stage is still considered the most probable. Under
the unfavorable scenario, economic growth will
slow significantly in 2022, GDP will decline
by -1.3% in 2023, and will partially recover (to
+1.3%) in 2024. Rising commodity prices will
lead to inflation above 6% in 2022 (INSEE
predicts 7% growth) and 2023, followed by a more
pronounced decline in 2024.

Public debt would rise sharply in this scenario,
even with unchanged fiscal policy. It should be
noted that the projections do not include all the
potential effects of a “second round” caused by the
start of the recession in countries such as Germany,
Italy, or Spain.

The total losses related to the situation in
Ukraine, primarily due to the imposition of
sanctions and counter-sanctions, for the French
economy would amount to about 2 points of GDP
over the period 2022—2024.

France’s dependence on imports makes it
particularly vulnerable to future shocks. This was
already noticed during the COVID-19 crisis.

The aftermath of the situation in Ukraine has
exacerbated pre-existing supply tensions resulting
from the COVID-19 crisis. These tensions have
fueled high inflation through the significant
contribution of energy prices tied to the price of
oil. In addition, the price of refined diesel, which
has already been increasing for 2021 during the
recovery from the coronavirus pandemic, has risen
sharply since February 2022. Indeed, the conflict
in Ukraine has led to a significant reduction in

68

Volume 15, Issue 5, 2022

Russian diesel exports (France imports about 20%
of its diesel from Russia), which has contributed to
higher refining margins and is ultimately reflected
in gas station prices.

The openness of the French economy (Fig. 10)
has led to a dependence on shocks caused by the
global economy. This situation is not unique to
France'®. While greater openness has contributed
to faster economic growth, it has certainly increased
susceptibility to external shocks.

The French economy opened up gradually, in
three stages. The first one is associated with the
entry into force of the EEC (the forerunner of the
EU) from 1965 to 1975. The second corresponds
to the period of so-called “globalization”, the last
years of the GATT and the introduction of the WTO
(from 1991 to 2000). The third stage lasted from
2010 to 2019. It is worth examining the reasons for
the third wave, as the situation in France at that
time differed from that of other countries, whose
Balassa index, by contrast, had fallen since 2012. In
the case of France, the third wave also corresponds
to the fall of the EU rate, which covers imports
at the expense of exports, and the trend toward a
worsening trade deficit.

Today, this openness of the economy in France
has visibly transformed into dependence, as
reflected in Figure 11. The deterioration of the
coverage ratio appears to be structural and
more prolonged than in previous episodes of
deterioration.

With the continuation of the crisis and the
imposition of sanctions and counter-sanctions,
we should expect an increase in prices for all
imported industrial resources, and the increase
in tariffs, as already noted, will affect all types of
production.

18 Clavin P. Turbulence and the lessons of history.
Available at: https://www.imf.org/en/Publications/fandd/
issues/2022/06/turbulence-and-the-lessons-of-history-
patricia-clavin
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Figure 10. The process of forming an open economy in France, %
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Substitution policy is possible, but its
implementation will be costly and labor-intensive.
The willingness to move some types of production
within the country will certainly take time. Thus,
the excessive dependence of the French economy
on international trade is a central issue today.

The growing trade deficit is now a serious
problem. France’s foreign trade performance has
deteriorated, both because French industry products
(aircraft construction) have been less in demand on
the international market, and because of the limited
specialization of the French economy®.

This brings us back to the problem of self-
sufficiency, which was already raised during the
COVID-19 crisis. In this regard, we should recall
the President’s statement at the opening of the
exhibition “Made in France” on July 2, 2021: “what
is made in France is sovereignty, independence, that
is, the ability, as many of you have done, to transfer
know-how or part of production to French land”®. In
his speech delivered on June 29 on the occasion of
the presentation of the 2030 health care innovation
strategy, the word “sovereignty” was mentioned
four times?!. It was also present in an address to the
French people on November 24, 202022,

On October 12, 2020, Emmanuel Macron
named a number of challenges facing France?. He
recognizes the phenomenon of strong dependence:

“The second is our dependence on foreign countries.

9 Ministére des Finance — Direction du Trésor,
Spécialisation a 'exportation de la France et de quatre grands
pays de I’Union Européenne entre 1999 et 2009, Lettre Trésor-
Eco, n°98, février 2021.

20 Available at: https://www.elysee.fr/emmanuel-
macron/2021/07/02/inauguration-de-la-grande-exposition-
du-fabrique-en-france

21 Available at: https://www.elysee.fr/emmanuel-
macron/2021/06/29/faire-de-la-france-la-1lere-nation-
europeenne-innovante-et-souveraine-en-sante

22 Available at: https://www.elysee.fr/emmanuel-
macron/2020/11/24/adresse-aux-francais-24-novembre

23 Available at: https://www.elysee.fr/index.php/
emmanuel-macron/2021/10/12/presentation-du-plan-
france-2030, pp. 1, 2.
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We wanted to forget about it because we were living
in a miracle, but we were a little oblivious then to its
fragility (...) I haven’t forgotten that 18 months ago we
were all short on masks. No one thought we could run
out of masks, it was one of the things that had the least
added value. In addition, we used them collectively,
indirectly, because it was never the supposed choice
of the nation, we delegated the production of masks
to countries that produced them at a much lower cost
than we did, saying, “Never mind, there will always
be masks. Experiencing dependence can be dramatic.
When there is an dependence and we find ourselves
in situations where there is no more cooperation, that
is the drama. And so we can no longer think of our
economy, our production systems, as if everything is
set up in such a way that everything will go well under
any circumstances”*. Two words are important here,
because they are very revealing.

First, the word “miracle” used to describe the
situation of globalization. Second, “cooperation”.
Macron apparently ignores the fact that cooperation
is never the only norm, but accompanies conflict.
It follows from the last sentences of the quotation
that he perceived cooperation as the eternal norm
and was very surprised to find that it was not. In
addition, we assume that he saw the world as a
structure in which radical uncertainty and conflict
were excluded.

First, however, the question of the main
directions of economic policy has to be decided.
Indeed, the way out of a situation of dependence
cannot be predetermined.

Market mechanisms are not capable of
overcoming these problems on their own. Clearly,
important government decisions are needed,
reflected in fiscal and monetary as well as structural
policies. In the case of France, it is clear that the
shock of the health crisis played a major role,

exposing in particular the pre-existing problem

24 Ibidem, p. 3.
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of deindustrialization of the country. The result
was the return of the idea of the Plan to the public
debate.

The idea of a “plan” for what has been done in
the past is now becoming a necessity. Emmanuel
Macron and his government seem to have taken
measures to slowdown the French economy. One
of his first reactions was to recreate the High
Commissioner’s plan in September 2020. One year
later, on October 12, 2021, he submitted a draft plan
for 2030. However, Paragraph 1 of Decree “2020-
1101, reinstating the General Planning Commission
(GPC), provides the following: “There is hereby
established a High Commissioner of Planning,
responsible for directing and coordinating the planning
and foresight work conducted on behalf of the State,
and for explaining the choices of State agencies
with respect to demographic, economic, social,
environmental, health, technological, and cultural
issues”. The functions of the GPC are at the level
of prospective, useful and necessary tasks, but that
is not what such an organism requires. The GPC is
more concerned with coordinating the activities of
various forecasting bodies, such as France-Strategie,
than with its function, which should be to identify
development priorities and their implementation, to
maintain a constant dialogue with administrations
and enterprises, and to plan ways to achieve the
goals set.

The effects of the 2008—2010 financial crisis on
the French economy

We can consider that the French economy has
not yet solved the structural problems revealed
by the financial crisis of 2008—2010, also known as
the “subprime lending” crisis. This has been
masked by exogenous shocks, but is in fact a
“background” on which the effects of external
shocks are superimposed. The persistence of these
problems explains the very fragile situation we were
in before the COVID-19 crisis. Undoubtedly, the
latter led to specific problems, then amplified by

Economic and Social Changes: Facts, Trends, Forecast

the international context, and these problems have
become so important only because the French
economy has not overcome the effects of the
previous financial crisis and has not learned its
lessons.

The phenomenon of mass unemployment has
been around for a long time, and we must question
the current government’s claim that it is in a state of
regression and that “full employment” will be
achieved®.

Indeed, for many years the government
considered only those whom the DARES (Péle-
Emploi) classifies as “category A”, that is, the
unemployed who are actively looking for work,
to be unemployed. However, it is more fair
to consider also categories “B” and “D”, that
is, part-time workers (B) and those who are
unemployed but administratively exempt from
“active search” (D). All three categories together
(A + B + D) represent the actual number of
unemployed. At the moment this group of people
is numerous and amounts to more than 4 million
people, although it has decreased slightly since
January 2021 (Fig. 12).

In fact, this figure is 13.7% of the active
population in France (including the unemployed),
not 7.2%, as stated in the data provided by the
government. To this should be added people with
involuntary part-time jobs (who would like to work
more) and those in subsidized jobs, i.e. jobs that
are directly dependent on the social policies of the
state. This group, which corresponds to categories
“C” and “E” in the DARES system, now numbers
2 million people. It has increased dramatically over
time, as it included only 800,000 people on the eve
of the 2008 crisis. Thus, a total of 6 million people,
or 20% of the economically active population, are
unemployed or without employment security.

2 Available  at:  https://www.latribune.fr/economie/
france/plein-emploi-une-promesse-comme-un-
mirage-921101.html
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Figure 12. Demand for work in France, thousand people
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Figure 13. Employment (not including public administration), thousand people
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It should be noted that the creation of
“microentrepreneur” status for some 780,000
people also helped to mask unemployment.

In fact, the effects of the financial crisis of
2008—2010 have not been smoothed out or
overcome. It undermined the dynamism of the
French economy, and it has not yet recovered. If we
look at total employment of wage workers, excluding
public administration and self-employment
(Fig. 13), we see that compared to the pre-crisis
period, the shortage is about 1.3 million workers,
or 9% of the total. This demonstrates the magnitude
of the problems facing the French economy today.

Nevertheless, an analysis of total wage
employment, however eloquent its results, conceals
another phenomenon: deindustrialization, which
France has been experiencing for years. The
absolute number of people employed in industry

declined steadily from 2003 to 2015 (Fig. 14). In
the period from 2015 to 2021, its level remained
unchanged, but the number of employed people
increased. To some extent, this was influenced by
the growth of labor productivity.

However, there has been an increase in the
number of unsatisfied job applications in all
industries (Fig. 15). In fact, this phenomenon has
existed for quite a long time, but has acquired a new
dimension due to the crisis caused by COVID-19.
In fact, this growth reflects both disparities in the
labor market and the corresponding attractiveness
(or unattractiveness) of various sectors of activity.
The fact that the percentage of unsatisfied
applications is skyrocketing in the non-trade
services sector is largely indicative of the mismatch
between wages and expectations of potential
workers in that sector.

Figure 14. Industry and construction employment (including government agencies), people
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Figure 15. Unsatisfied applications for employment, % of those employed in the industry
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Conclusion

Thus, the situation characteristic of the French
economy at the end of the first half of 2022 does not
inspire optimism. A significant deterioration of
activity is expected from the fall or winter of 2022.
The combination of high inflation, a significant
decline in business activity and the severity of
the unintended consequences of the 2008—2010
crisis pose challenges for the government. Three
conclusions emerge from the overview of the French
economy that we have presented.

1. The French economy will face the conse-
quences of the international situation related to the
situation in Ukraine and the imposition of sanctions
and counter-sanctions, in a state of double weakness
due to the COVID-19 pandemic and the crisis of
2008—2010, the effects of which have not been fully
overcome. Lack of investment, which affects key
infrastructure in the country, such as in the energy
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sector, will exacerbate the effects of reduced gas
supplies as a result of sanctions®. This weakening
will have a significant impact on the economy in
the coming months. Moreover, faced with inflation
and its impact on people’s most modest incomes,
the Governor of the Bank of France, Mr. Frangois
Villrois de Galleau, warned the head of state of the
“significant budgetary costs” of the announced
anti-inflationary measures. According to him,
these measures should be as long and targeted as
possible””. Under such conditions, social tensions
are likely to rise in the winter of 2022—2023.

% Available at:  https://www.latribune.fr/entreprises-
finance/industrie/energie-environnement/electricite-la-
france-s-oriente-vers-des-prix-deux-a-trois-fois-plus-eleves-
qu-ailleurs-en-europe-924199.html

27 Available  at:  https://www.latribune.fr/economie/
france/inflation-un-nouveau-quoi-qu-il-en-coute-n-est-pas-
justifie-juge-le-gouverneur-de-la-banque-de-france-924868.
html
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2. Forecasts in recent weeks indicate a
worsening of the situation (recession/preservation
of high inflation). It should be noted that in the
forecasts made by various organizations (Trésor,
INSEE, Banque de France), the next year and a
half to two years appear much more bleak than
could have been assumed in March or April of
last year. The awareness of the seriousness of the
current situation is gradually growing. The risk
of a major recession in the major EU countries
can no longer be ruled out. This would directly
or indirectly lead to a further deterioration of the
French economy.

3. In order to cope with the new situation, an
inflow of investment, both public and private, is

necessary. The issue related to investment now
seems to be crucial for the ability of the French
economy to overcome the difficulties caused by
the international situation. In addition to raising
again the issue of public investment, which
unfortunately has received little attention since the
beginning of 2021, private investment, especially
investment in production, should be favored as
the key to restoring productivity growth. However,
given the uncertainty caused by the state of the
French economy and the international economic
situation, it is to be feared that private productive
investment will remain low in the coming months.
Thus, renewal policies must be implemented with
stakeholder coordination.
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