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FOREWORD

When it was established in April 2000, the CERC (Conseil de l’Emploi, des Revenus et de la Cohésion Sociale) or the Council for Employment, Income and Social Cohesion was most particularly entrusted with the responsibility of producing a periodic “summary report reviewing the developments observed in the employment, income, and social cohesion field.”

Such is therefore the object of this second report since the first was devoted to a more specific theme, i.e. the relationship between access to employment and social protection. Summarizing such a vast field is a formidable undertaking when one is intent on providing useful insights in a world abounding with detailed data that is continually being renewed, and where each new bit of information eclipses the prior data rather than enriching the comprehensive picture gradually. It is therefore a matter of selecting the appropriate frames of reference to uncover major diagnostic guidelines and to submit proposals.

· We focused on conducting this assessment of the general picture in optimal fashion given the data available to us and by ending the analysis with the year 2000. The latter marked the end – we hope only temporarily – of a buoyant period of economic recovery that had beneficial effects on employment and incomes. Although we may regret that the information available on the year 2001 was not incorporated, this is due to the fact that it was neither sufficiently reliable nor sufficiently precise for the CERC to contribute any added value to economic forecasting publications by summarizing it.

· Understanding the developments recorded during the period of economic upswing which, in France, occurred between 1997 and 2000 requires setting it off in relation to a comparable period – the recovery that marked the end of the eighties.

· As it then covers a period of about fifteen years, the analysis is better able to point up structural transformations arising in particular from sociodemographic factors, but also from institutional ones, as much as concerns the macroeconomic administration framework as the functioning of the labor market.

· Finally, these years were marked by France’s increasing involvement in the European environment. Undertaking a situational inventory at a time when each one of us is adapting to the euro (the currency that is used in this report) also means taking stock of the situation in the different European countries. 

It is not a question of considering that something is “true this side of the Pyrenees while false beyond them,” nor that adopting any given model is the appropriate course of action but rather to highlight both common characteristics as well as specificities and, as much as possible, to learn from the practices and behavior of our neighbors. As things stand, this mutual cross-national focus is already a current practice in Belgium or the in Netherlands and it is developing within the Union in such areas as macroeconomic management, employment policies and social policies (following the summits in Luxembourg, Lisbon, and Nice).

What objectives ?
A summary report is neither an encyclopaedia nor a statistical directory. This document nonetheless contains a vast amount of data (and systematic cross referencing to statistical sources and studies) – information which is rarely assembled in condensed form in any single study. The CERC is trying in this way to juxtapose information and data that makes it possible to interpret the many changes which have occurred in the fields of employment, income, and social inequalities.

The Council believes that it will have filled its mission if, in this manner, it can contribute to each one’s individual reflections about the current situation and the major areas of intervention that the public authorities, along with all the business and social players as a whole, must deal with in the years to come. It has conducted this task to the best of its ability, producing an overview entirely independently as was foreseen in its assignment.

In its conclusion, the Council emphasizes the main lessons it has drawn from its analysis, the evolutions it feels are needed, and the points that deserve to be the focus of ongoing debate.

INTRODUCTION

A society changing less than it thinks 

and progressing more than claimed
Has France changed?

Has France changed over the past fifteen years? Is it in a better or less favorable situation where income, inequalities, employment and social protection are concerned? And does it fare better or worse in comparison to its European Union partners and neighbors? Everyone is aware that these are all crucial issues. The present report is attempting to provide answers to these questions by mobilizing the information available to this end.

Life cannot simply be reduced to employment and income issues, however, and that is indeed fortunate. These factors are important, of course, if not fundamental. Having access to employment, having sufficient income to live decently, and having health care available are certainly all very legitimate aspirations since every day we witness the fact that those whose needs in this respect are not met suffer from it and tend to become marginalized if not excluded. What would the purpose of producing increasing amounts of wealth be if its distribution were to leave a fraction of the population destitute and lacking those very things our society considers to be essential? Although competition among nations tends to eclipse the fact, the economy is not a goal in itself; it is a means at the service of other ends and it is important to know how the resources created are distributed, whether there are losers alongside the winners, and whether society as a whole wins or loses in homogeneity or, in short if, as Amartya Sen would have it, growth contributes to “the expansion process that enables humans to develop their capacities to live richer and freer lives” (Sen, 2000). Such is the objective of this introduction. Lifestyle is ultimately equally important to living standard, the ways in which time is spent as important as efficiency, and the creation of amenities as important as that of resources. That is why, prior to delving directly into the crux of the reality underlying employment and income, it is worth rapidly drawing up the broad outlines showing the state of French society and the way it has evolved over the past fifteen years. The feeling is sometimes expressed that following the “thirty glorious post-war years” we are now living through a period in which the standard of living is stagnating. Growth has, in fact, been maintained although at a reduced rate:  if we take only the past fifteen years into account (between 1985 and 2000), household income purchasing power has increased by over one third (38 %), or 29 % per inhabitant (1.7 % per year on average). And this growth also explains the transformations at work in society.

In 1985, the PC was still viewed as a curiosity and Microsoft was not listed among the corporation roster. Today it has the largest market capitalization in the world and its president has become the wealthiest man on earth. Such items and services as cell phones, CD-ROMs, and the Internet have become part of our daily lives. Food for home consumption has decreased from 15.4 % of household consumption expenditures
 to 13.9 % in 2000.

During the same period, clothing and footwear dropped from 5.3 % to 4 %:  basic consumption “melted” by three points, or by € 28 billion based on 2000 values.

However, contrary to what the rapid growth in the new items mentioned above might lead one to think, the “communications” or “recreation” categories were not the ones to benefit. For half, it was expenditures made for the benefit of households by local authorities that accounted for the greater proportion. The health category rose from 11.5 % to 12 % of actual household consumption and within this, the actual expenditures of households
 remained constantly below one quarter of the category. Education, for its part, rose from 6.2 % to 6.8 % of actual consumption over ten years, with the budgetary effort of households themselves remaining limited at 0.5 % of their consumption. The major change in the structure of household budgets is due to the housing category (including heating & electricity) whose budgetary coefficient rose from 18.2 % of the total to 19.9 %. We shall ignore any possible “runaway rents” explanation since this is not corroborated by the cost-of-living index. Heating costs undoubtedly played a part but, above all, urbanism continued to progress, the level of household comforts improved, and the size of accommodations increased while the average size of households decreased. The frequently dilapidated housing occupied by its owners in rural areas was succeeded by recently-built housing in the city – modern comfort has its price. One must therefore not be surprised that housing became proportionately more expensive.

An urban society
Our society is increasingly urbanized. The proportion of people who live in the greater urban areas is continuing to progress:  from 73 % in 1982 to 76 % in 1999. It is true that the spectacular growth in the greater Paris region witnessed during the sixties in particular has now slowed. Although it continues to grow slightly – by hardly more than 300,000 inhabitants between the last two censuses – it is no longer because it is attracting “provincials” or foreigners, but because births continue to outnumber deaths. This slowing of Paris’ urban concentration should not be interpreted as a diminished attractiveness of “urban areas.” On the contrary, the latter are expanding on a dual level:  both through the growth of the populations living in the communities that compose them and through the increase in the number of local communities that compose them. The urban fabric is gradually absorbing the interstices between communities and spreading its total surface area.

And jobs are becoming increasingly located in these urban areas or beyond, in the “peri-urban crown,” far from the congested centers where property rates are sky-high:  employment in the city-centers of these urban areas, which accounted for 43 % of the employment total in 1990, only accounted for 42 % in 1999. This gives rise to, and is also encouraged by, the increases in day-to-day mobility:  in 1982, 46 % of the employed worked in a different community from the one where they lived. In 1999, this was the case of 61 % of workers. And these commuters or “alternating migrants”, as they are sometimes known, are not only more numerous – they are also commuting further and further afield  to go to work (13.1 km in 1982 as the bird flies, 15.1 km in 1999)
The “suburbanite” living in the greater Paris region (Ile-de-France) who once served as the symbol of these commuters now has counterparts everywhere – the traffic situation takes up a significant portion of the news on radio network airtime and the most disruptive strikes are currently those which affect commuter transportation.

A multicultural society
French society has become increasingly multicultural. This is not because immigration has increased as is sometimes said. On the contrary, even if it is difficult to tally complex migrant flows, some of which may be illicit, a comparison of the two last censuses makes it possible to arrive at a net migrant flow statistic (arrivals less departures) amounting to some 50,000 individuals annually, a figure in keeping with those observed since 1975 and three times lower than those recorded before that date which signaled the tightening of French immigration policy.

The nature of this immigration has changed, however, along with the countries of origin:  it is now definitive, relies on a proximity network (virtually all Malian immigrants come from the same micro-region, for instance) and concerns non-Europeans for the most part. There is no doubt but that the history of France’s original settling is largely that of a mixing pot where successive waves of immigrants aggregated, drawn by a fairly sparsely populated region or chased away from their homes by poverty, intolerance, or wars. Nonetheless, these new forms of immigration differ culturally or religiously from those in the 1920s or 1950s and they combine with the ones from a still-recent colonial past.

On the whole, the integration mechanism continues to operate as can be seen from fragmented indicators such as the acquisition of the French nationality, the selection of children’s first names, the fertility rate of women of immigrant descent compared to that of their mothers, and speaking the French language at home, etc. (Tribalat et al., 1996; INSEE, 1997b; Sayad, 1999; Richard, 1998). Nonetheless, immigrants’ distinctive cultural and religious singularities subsist to a greater degree than in the past thereby generating a type of de facto French-style “communalism” characterized by resident populations of immigrant descent becoming concentrated in social housing zones. Integration problems, poverty (since unemployment is higher and salaries lower for individuals of immigrant descent due to their lesser qualifications), and cultural singularities tend to reinforce each another, causing identity and social cohesion problems in relation to the rest of the population.

It is true, of course, that the poorest social strata have always been excluded to a greater or lesser extent from our society and, without having to go back terribly far, that the “working classes” were often suspected of also being “dangerous classes.” The novelty does not arise from the existence of “difficult neighborhoods,” as they are now called, but from the fact that these districts are currently largely made up of populations of immigrant descent – their social problems (high unemployment, limited qualifications, and very modest incomes) are then reinforced by cultural integration difficulties.

This gives rise to “communalist” withdrawal phenomena, violent reactions on the part of certain young people who feel they are being rejected and badly treated by the rest of society, and forms of stigmatization directed at these populations who are accused of not playing the integration game or who are suspected of being at the origin of the social problems that they are the victims of. Although little is said about it, there are many clues that reveal that racial discrimination exists at hiring time and that this is painful for those affected by it, leading them to become convinced that social integration is being denied them.

Fortunately, there are also examples of successful dialectics that resolve the discrepancy between a feeling of belonging to the host country and loyalty to one’s original affiliation – it is not just happenstance that France is now one of the global Mecca’s of “cross-breed” music styles such as raï or Afro-Cuban rhythms.

Family transformations

French society is also witnessing transformations in the family. How could we possibly to ignore the rising numbers of single-parent families? At the last census, there were 1.75 million of these families in which a lone adult, the mother nine times out of ten, was bringing up one or more children – one fifth of all families with children – and this proportion, just as the number of single-parent families, has doubled since 1982. In fact, the same is true in all European Union countries. In these families, when a professional income is wanting due to the lack of employment, education & training, or the impossibility of combining home-making tasks and professional tasks, poverty threatens since no other professional income can serve as cushioning.

Furthermore, marriage is becoming less and less the “standard” form which couples adopt to establish a lasting relationship. While less than one couple in twelve stated they were unmarried in 1982, this was true of one couple out of six in 1999. Births outside wedlock, which accounted for 12.7 % of births in 1982, accounted for 39 % in 1996. Here again, as a sign of the times, the relational terms used are evolving and becoming more neutral:  the French no longer speak of “concubins” (common-law husbands and wives) but of “cohabitants,” while “companion” has regained its original etymological sense of designating the one who shares bread with another. Of these couples, some will eventually stand before the Mayor, of course (…or more frequently before the Deputy Mayor!).  In one marriage out of three, the couple’s children will now be present at the parents’ wedding whether it is a question of “regularizing” the relationship or of remarriage. Are there tax reasons? Perhaps – but not only that. By making the relationship official, the couple is able to tighten the bonds between the two families and to facilitate the relationships between grandchildren and grandparents, for instance, since we know how important such relationships are, not only in terms of providing services (e.g. child minding) but also of sociability – between 25 and 44 years of age, it is with one’s parents and one’s in-laws that one has the most social contacts, while such contacts with brothers and sisters are half as frequent.

Finally, family dynamics have been transformed since couples form but also dissolve. The probability that a marriage will terminate in divorce had grown from 26 % in 1982 to 39 % in 1996 – without tallying the unmarried couples who, by definition, are excluded in marital break-up statistics.

And sometimes these individuals get back together again in new relationships that are not always officialized by marriage. The make-up of the “recomposed” family – recombined into highly variable patterns over the course of time and according to the visiting rights of the parent that has not obtained custody of the children – has become complex but entirely normal; It is not simply the mailman who has trouble in figuring out the situation among the three or four names occasionally appearing on the household mailbox. Nevertheless, we must not limit ourselves to an overly simplistic view:  of the 11 million people who broke up, only 40 % had later rebuilt a couple according to a 1999 survey (Cassan, Clanché and Mazuy, 2001). Of these individuals, there were more men than women and proportionately more 30 year-olds and over, than 50 year-olds.

This said, a “recomposed” family is less frequent after a breakup than living alone or in a single-parent family, particularly in the case of women.

Little by little, the “homemaker” model or that of the mamma, which dominated the picture between the thirties and the beginning of the seventies, has been giving way in favor of the Scandinavian model. In 1982, out of 100 active men in the labor force there were 41 active women, while in 1999, there were 46 – not too far from parity. In the work-a-day world, women are now representing the other half of the picture. In a society where residential mobility has increased and where women are more numerous to work outside the home, child minding can hardly continue to be handled principally by the mothers themselves or by the grandmothers. Whether day-care centers, child minders, special benefits or tax relief provisions to compensate for paid child-minding, a major effort has been conferred by the community over the past fifteen years and rounds off the benefits of early schooling – the establishment of nursery schools for children between three and six years old is applauded by all observers.

It is not impossible that this effort, intended to facilitate the conciliation of professional life and family life, has had something to do with the relatively high (and rising) French fertility rate compared to some of our neighbors. We must, of course, avoid inferring mechanical links, where the decision to have a child would arise from a financial optimization perspective. Nevertheless, when child-minding facilities are few and far between, and are additionally unaccompanied by any allowances from the community if they do exist, as is the case in Germany or in Italy, the message is loud and clear:  being a mother while also a working woman means taking the risk of being a bad mother. And the conclusion that women draw is equally clear – since we are enjoined to choose, we choose to work to the detriment of motherhood.

Disparities between men and women that are decreasing little

Regardless of the fact that women are increasingly active, they nonetheless continue to be victims of disparities in the labor market. Although virtually all professions have now become open to women (not every one, however:  airline pilots, for instance, seem to be quite ignorant of the existence of the well known aviatrix, Maryse Bastié…), we see proportionately more nurses than women surgeons, more teachers than associate professors, and this is true even though, on average, women hold more degrees than men (in 2001, 45 % of them had an education that was at least equal to the baccalauréat level, compared to 38 % in the case of men).

Their unemployment rate in 2001 was 10.7 % compared to 7.1 % for men, or a variation of nearly four percentage points. It is true that over time this disparity tends to narrow:  in 1982, the overall unemployment rate was close to that of 2001 (8.1 % compared to 8.8 %), but the women/men discrepancy virtually amounted to 5 percentage points! Nevertheless, that it took nearly two decades to lower this disparity by one quarter is not a good sign.

Where earnings from professional activity are concerned, the men/women discrepancy tended to drop for full-time wages (private and semi-public sector):  in 1985, the net median wage – the wage at which half of all wage earners earn more and half earn less – was € 1,075 per month in 2000 for women and € 1,315 for men.

In 1999, these figures came to € 1,280 and € 1,410 respectively:  € 205 more on one hand, and € 195 more on the other – the spread has diminished a little, largely due to the average level of qualifications that is tending to rise a little faster among women than men. Nevertheless, if we take into account part-time work, which is incomparably more frequent among women than men, and particularly what is known as “imposed” part time, or the type of work one accepts for lack of something better in the hopes of finding a job that offers a greater number of hours of work later on, the variance is continuing to increase. It is undoubtedly true that for two-thirds of women part-time work is elected and the gap in wages linked to part time work is therefore largely a voluntary form of arbitrage. Nonetheless, we can but note that only women must select this option:  professional work for them – and only for them more often than not – must compromise with family life when these two universes impose incompatible time frames.

In point of fact, in this family universe, although Dad reads less and watches television more often, Mom does not sew anymore but continues to wash, to iron, and to cook a great deal. In 1999, in a couple with children, Father spent 26 hours weekly of his time performing domestic or parental tasks while Mother spent 61 hours at it. Of course, since all women do not have an income earning activity (through inactivity or unemployment) and that many of them, when they do have one, exercise it part time, the weekly amount of time spent working is greater for him (42 h) than for her (26 h). However, a simple addition shows that the accounts fall short:  does having to work 16 hours more per week in the professional world justify letting Mother work 35 hours extra per week in the family domain? In 1986, the average variation was of 11 h per week between women working full time and men working full time, it was 20 h between women working part time and men working full time, and 24 h between inactive women and men working full time. Differing methodologies hinder any direct comparisons in progressions. Nevertheless, quite obviously, they do not seem to be substantial… Cultural models die harder than economic models.

What are the results of  investments in education?
Another major change which has undoubtedly been even more decisive over the past two decades is the fact that schooling has received substantial investments – in every sense of the term – on the part of families:  in 1985, 60 % of the young who stopped their studies had a CAP or a BEP at best upon ending their academic years.

In 2000, 70 % had at least the baccalauréat level. At the age of thirteen, the schooling expectancy – i.e. the probable number of years an average student will remain in school if nothing changes in their initial educational profile – rose from 7 years to 8.5 years between 1985 and 2000.

Higher education has become mass education, although not without problems as we know:  over-filled amphitheaters, somewhat ill-adapted curricula to a student population that has changed and now wishes to obtain knowledge that will be appreciated in the labor market as opposed to a general culture or a research apprenticeship. And while too many students are rushing into the “athletic” orientations, candidates are lacking in the technical sections.

In a society where, as experience has shown, technologies are evolving rapidly, is it really reasonable to place all our eggs in the basket of initial higher education when continuing education might be a more flexible and more democratic way of updating knowledge in the course of one’s professional career?

Was this major effort of benefit to everyone in the same manner or in analogous proportions? It is by no means a sure thing at all since families continue to play a role that is often determinant in academic success or failures. It is, in any case, a question of culture as much as one of social background. Thus, reading habits are acquired within the family, which enables students from families where this custom is part of daily life to do better in a schooling system that continues to appreciate book learning and the ability to express oneself concisely, using the appropriate terms, as opposed to conceptual capabilities or analytical aptitudes and action.

In addition, this cultural effect is reinforced by the family income level which often plays a decisive role:  having one’s own room, being able to compensate transient weaknesses thanks to private tutoring, being able to use a computer or to travel abroad – these are all favorable factors that promote academic success but that are correlative to the family income. The aggregation of these two academic determinants – culture and material comfort – undoubtedly largely explain that (in 1997) two-thirds of children from families ranked among the fifth lower income bracket were behind at junior high school level, while this was only the case of 17 % of children from families ranked in the fifth highest bracket.

Nonetheless, other factors linked to location also play a part:  in a geographic region that tends to separate richer neighborhoods from poor neighborhoods, residential areas from disadvantaged suburbs, luxury apartments from local authority housing (HLM), the schools themselves reflect these disparities. They may even reinforce them and the school location is a strategic element that is considered when searching for housing, as are the differences in apartment prices. Geographic academic inequalities are tending to increase rather than to decrease (Ernoult, Stefanou and Trancart, 1999). In 1996-1997, some 10 % of junior high schools (collège) enrolled students that included 64 % of children from disadvantaged backgrounds (workers, retired workers or employees, unemployed persons that had never worked, people without any professional activity) while, at the other end of the scale, 10 % of schools include less than 20 % of students from the disadvantaged categories among their students.

It is the old story of sorting out the sheep from the goats that all the republican proclamations in the world cannot readily combine. The results are well known: in 2000, 10.9 % of university students were sons or daughters of unskilled workers while these workers accounted for 27 % of the active population. In 1982-1983, the corresponding percentage was 13.7 %, but the proportion of workers in the active population was 33.4 % at the time
.

Let us make no mistake about it:  since the middle of the eighties, the educational effort made in France has been considerable and access to the secondary academic cycle and then on to higher education progressed in highly significant proportions, leading to an incontestable democratization of education. It is a major collective investment and undoubtedly a beneficial one since most of the young generations took advantage of it or will do so. Nonetheless, specialists disagree as to whether this democratization was also qualitative – i.e. whether the link between social origin and obtaining a diploma has or has not eased up (Goux and Maurin, 1997a; Thélot and Vallet, 2000; Duru-Bellat and Kieffer, 1999). Indeed, the breath of air brought in by the opening up of secondary education and then of higher education enabled a portion of young people from modest origins to catch up but, simultaneously, there subsisted significant discrepancies between the orientations opted for:  undertaking medical studies does not open the same professional (and social) prospects as studying psychology or athletics. That said, the social origin of the students in the most sought after orientations is massively higher than in the others.

Like father, like son? To the question posed by Claude Thélot
 back in 1982, the answer continues to be:  “not totally, but frequently.” (Goux and Maurin, 1997b ; Vallet, 1999). The democratization of education and changes in the country’s social structure (reduction in low-skill jobs at least until 1996) were opportunities for a certain redistribution of the cards and the creation of skilled staff jobs that benefited the children of every social milieu (Glaude, 1997).

Therefore, where does this impression, felt by many, that there is a growing gap between winners and losers within our society? We may see in it only a temporary effect caused by the “discordance of the times”:  the generations that were the first to attain and then massively go beyond the baccalauréat level arrived in the labor market at the very moment (the beginning of the nineties) when it was entering a slump due to the mediocre economic outlook. As a result, and despite their diplomas and their higher qualifications than their elders, some of them had to content themselves with lower level jobs, if not “casual jobs” which made them feel as if their educational efforts and their diplomas were, in fact, useless.

Above all, despite the increase in the educational effort, nearly 10 % of each generation continues to leave the academic system in a situation of serious failure, at the limit of being illiterate in the case of many of them. For these young people, integration into the labor market is increasingly problematical:  even if over the past few years, as we shall see later, the proportion of low-skill jobs has ceased decreasing, these young people are often up against other candidates who have more assets. Line up in the queue at the unemployment office counter, some become discouraged while others “fend for themselves,” while many resort to subsidized workshops and jobs hoping in this way to hitch a ride to the future they have lost. Most have a feeling – which is not necessarily unjustified – that life has become harsher and that society which is becoming wealthier on the whole, is edging them out towards the sidelines.

Additionally, though the issue has many shadings, begging, the number of street people, the popularity of soup kitchens (“restaurant du coeur”), very long-term unemployment, the high number of young adults for whom the minimum income support (RMI) seems to be their ultimate lifeline – all of these things emphasize the importance of the persistent fallout from deep poverty. It is not, contrary to what many believe, that precariousness or deep poverty are new phenomena – let us not forget, after all, that the “Aid to all distress/Fourth World” movement came about at the heart of the “thirty glorious post-war years” at a time when growth was higher than ever and unemployment lower than ever.
Curiously enough, however, this feeling of being left by the wayside goes way beyond simply affecting those people who are in the most difficult situations. Perhaps we should see in this the reduced hope of being able to climb the social ladder that occurs during downturns. When everyone’s purchasing power rose year in, year out, by 3 % per year, it was not terribly difficult for those who had financial difficulties at the end of the month to imagine a day in the near future when they could hope to reach the income level – and therefore the consumption level – of those who were better off (Chauvel, 2001). But when unemployment hits hard and can put everything into question, and when direct purchasing power gains have become modest, the hope of a perceptible improvement dwindles. The notion that society is rigid then become prevalent, along with the feeling that the longed for “better tomorrows” will be no better than today, and that each of us could one day join the crowd of “society’s rejects” that we originally thought was only composed of asocial people. Between this fear and the conviction of having “no future,” stepping over the line is quickly achieved particularly in certain quarters referred to as “tough” because most of the people who had a choice left them –urban violence then becomes the expression of a very perceptible level of discontent.

In this way, inequalities run through French society in the area of social cohesion just as in those of income and employment; we shall see in the main part of the report how they become transformed. It remains that they constitute a formidable challenge. It is true that the apparent hand of government that many consider to be far too heavy, was able to fend of the invisible hand of the market from overly accentuating these disparities. But preventing these increases is no longer enough to restore the hope of those who have lost it and whom the labor market does indeed tend to push off to the side due to lack of competencies, lack of experience, and lack of motivation. Successfully reversing this trend should be the priority of our collective efforts. 

This presupposes reinforcing the chance of equal opportunities as much, if not more, than attempting to compensate the consequences. This is because, from the social cohesion standpoint, it is an investment in something that can be qualified in terms of the “common good” and from which we can hope to earn an “investment return” that cannot be quantified but that is very real. The important question is in knowing whether this integration of everyone into the social arena can only be achieved, as some believe, to the detriment of economic dynamics since this would discourage the most effective players from giving the best of themselves and restraining them in their flight. The issue has given rise to lively debate. We will not settle the issue here – it is not the object of this report that limits itself to establishing observations and suggesting a few recommendations.
Ch. 1 - SOCIODEMOGRAPHIC CHANGES

Chapter highlights
· France retains relatively dynamic demographics within Europe.

· The arrival of the 55th birthday of the numerous members of the baby-boom generations runs the risk of causing a substantial increase in the size of the non-working population in relation to that of the working population over the next few years. 

· Growth in the overall labor participation rate will not be sufficient to compensate for this phenomenon – women’s employment rate has reached a plateau, while that of young people has substantially decreased due to their longer studies; only the employment of the over-50 year-old age bracket can still progress.

· The changes in the structural composition of households reinforces the risks facing non-retired singles and single-parent families whose numbers are rising and whose income depends solely on what is earned by one person.

dEmographiC Dynamism
Between 1985 and 2000, the French population rose from 55 to 59 million people, continuing its previous trend but slightly more slowly. During the fifteen previous years, the population grew by just under five million people. Migration had very little impact during that period and is estimated at just under one million people; France is one of the nations in the EU, along with Ireland and the Netherlands, where population growth is essentially due to the natural population flows (Prioux, 2000).

Increased longevity

In reality, the increased life expectancy linked to medical advances accounts for most of the population increase. At birth, a boy could hope to live to be 70.2 years of age in 1980 compared to 75.2 years of age in 2000, while in the case of a girl, this was 78.4 years of age in 1980 and 82.7 years of age in 2000. Over half this gain concerns their life expectancy after 60 years of age.

We are living longer, but also staying in better health:  life expectancy without debilitation or, in other words, without a reduced capacity to accomplish basic tasks (getting about, eating, and washing without help) improved by three years for men and by 2.6 years for women between 1981 and 1991. This progression seems to be confirmed during the subsequent decade since the number of heavily dependent older people (confined to their bed or needing help to wash and dress themselves) diminished by 10 % between 1991 and 1999, although the number of people 60 and over grew by 700,000 during the same period.

Stability in the number of births

The arrival at the child-bearing age for women born into the very large classes at the end of the baby-boom era is another explanatory factor. Born during the 1960s, they were between 15 and 25 years old in 1985 and between 30 and 40 years old in 2000. Their fertility rate dropped on average during this period but it rose again slightly during the closing years, although the number of births remained steady because, in total, the number of mothers was greater.

This effect was amplified by the postponement of motherhood during the recent fertility rate recovery:  the average age of motherhood rose from 27.5 years in 1985 to 29.4 at the close of the century (Doisneau, 2001). The rise in the fertility rate
 seen since 1998 is only due to women over 28 (Prioux, 2000). 

A higher fertility rate than in Europe as a whole

This progression restores the French fertility rate at 1.75, ranking it third in Western Europe in 1998, behind Ireland and Norway, and placing it in a position it has not enjoyed since the mid-1980s. Along with Denmark, Finland, and Britain, these countries are the only ones whose fertility rate is above or equal to 1.7. It is below 1.5 elsewhere, and follows a greater or less significant evolution – the most drastic reductions have affected Southern Europe. Although these decreases seem to have leveled off over the past five years, nowhere is there a sign of recovery. In France, however, an upswing has recently become apparent without it yet being possible to interpret its origins or forecast its duration.

An ageing  population

Despite its apparent dynamism, the French population is thus ageing – and ageing rapidly, as is also true of its European Union neighbors. However, as with births, this phenomenon is essentially linked to a structural population composition factor. The highly-populous baby-boom generations born between 1946 and 1973 are beginning to age:  at the close of this period, the youngest of them had just turned 30 while the eldest were turning 55, which is the age of initial early retirements in France. In relation to other European countries, France has the particularity of having undergone a very strong and durable baby-boom that has produced a peculiar “cylindrical” aspect to its age pyramid:  the generations concerned – those aged between 30 and 55 in 1998 – are remarkably similar by numbers and are always over 800,000 strong, while this phenomenon was more progressive, whether on the increase or decrease, in the other European countries. In France, the “hollow age brackets,” born during the war years, do not number over 600,000 individuals. Subsequently, the size of each generation born between 1946 and 1973 exceeds 800,000 people. The following generations then diminished (727,000 people were born in 1976) and today generations include just over 700,000 people. These sizeable generations’ shift towards the top of the age pyramid causes a mechanical ageing of the population as a whole. 

The combination of increasing life expectancy with, as of 2006, the shift of the larger generations into the over-60 category – the legal retirement age – will cause what might be termed a “granddaddy boom.” In view of the French propensity for early retirement, however, the demographic shockwave will have occurred earlier since, as early as 2001, an additional 200,000 individuals shifted into the 55-59 year-old age bracket (see below).

Where young people are concerned, France is nonetheless in the European Union lead with over one quarter of its population under the age of 20 thanks to the relative dynamism of its birthrate, although this category accounted for nearly 30 % in 1985. The share held by France’s elderly has correlatively increased, whether they are in a working bracket or of retirement age; currently, the population’s ageing is nonetheless less pronounced than in other countries. 

Table 1 - Proportion of the population aged…

  0 to 19 years old

60 years old and over

	in %
	1985
	1990
	1995
	1999
	
	1985
	1990
	1995
	1999

	European Union of 15
	27.5
	25.3
	23.8
	23.1
	
	19.0
	19.9
	20.7
	 21.5

	France
	29.2
	27.8
	26.1
	25.7
	
	18.0
	19.0
	20.0
	20.4

	United States
	29.4
	28.8
	28.8
	28.6
	
	16.4
	16.6
	16.4
	16.4

	Japan
	28.9
	26.5
	22.8
	21.0
	
	14.8
	17.4
	20.5
	22.6


Sources:  United Nations and Eurostat.

The dependency ratios:  economic or demographic?

The average income per inhabitant always depends not only on the “productivity” of each working person but also on the ratio between the working population and the population as a whole. The shape of the age pyramid thus has a definite significance. For the sake of analysis, a three-pronged approach can be applied:  first, we take into account the weight of the young generations (those who are under the working age) and that of older generations (those over the working age); we then analyze the employment behavior of working-age generations; and, finally, we have to assess their rate of employment to be able to subsequently measure the burden had by the inactive generations on the three following population segments with respectively:  people of working age, those who are among the active population (the full labor force in the conventional statistical sense), and those who are actively employed.

These various relationships, known as “dependency ratios,” naturally depend upon the outer limits that define “the working-age population.” These limits are neither customary ones since they reflect each society’s collective choices, nor are they intangible. The limits generally set internationally are between 15 and 64 years of age. The lower limit is obviously somewhat low with regard to European or industrialized nations because of their young people’s longer studies. The upper set limit has a more political cast. It reflects what society considers ought to be the normal retirement age. In France, it is tempting to select 60 years of age – the age at which it becomes permissible in most occupations to liquidate one’s pension plan. Nevertheless, increasing longevity and the growing burden of financing pension benefits elicits questions about raising the upper working-age limit. Many countries have, under various guises, initiated such an evolution in the set retirement age and accessing a pension. Thus our choice reflects the dominant approach currently in force in France and explains why the upper age limit was set at 60 for the data included herein, rather than 65 as is the case in other international comparisons.

The number of young people under 20 and those over 60 in France, in relation to the working-age population, currently comes to 85.6 %, ranking it third in Europe behind Ireland, which leads with its high proportion of young people, along with Sweden where the proportion of older people is higher. As of the mid-seventies, and due to the diminishing number of young people, this dependency ratio has not stopped dropping in Europe – from 100 % to 80 %.

As for the young, who accounted for 47.7 % of this ratio in 1999, France ranks third in the Europe of fifteen for its dependency ratio; this proportion did not stop dropping in the EU countries before stabilizing at approximately 42 % (Eurostat, 2000a). A high dependency ratio due to a youthful population is quite a good sign in the long run since it is synonymous with the replacement of working generations in future.

Where society’s oldest are concerned, however, France is situated among the European average. The dependency ratio of those over 60 years old has, for its part, continued to grow and particularly in the Southern European countries (Italy and Spain) which aligned themselves with the European ratio at the end of the 1990s. Only the Netherlands and Ireland saw their ratios progress more favorably. The unrelenting arrival of the first baby-boom generations to turn 60 in France will undoubtedly upset this hierarchy over the coming years.

The dependency ratio calculations in relation to the working age population underestimate the consequences had by the weight of the young or eldest on revenues. These effects are all the more considerable when the proportion of the actively employed among the working age population is low. It is therefore also necessary to calculate the dependency ratios in relation to the active population alone or in relation to those who are actively employed. In this way, the number of people 60 and over in France represents 37.9 % of the 20-59 year old segment as a whole, but 52.8 % of the actively employed and 46.6 % of the active population in or seeking employment. These three ratios are growing continually, but the latter is growing slightly faster than the others. For the eleven euro zone countries in the European Union, the dependency ratio of those over 60, calculated in relation to the active working population, came to 53.6 % in 1999 (Eurostat, 2000a et 2000b).

Table 2 – Dependency ratio of those over 60 years old in France 
  
      in %

	
	1985
	1990
	1995
	1999

	Dependency >60 /20-59 yrs
	34.2
	35.8
	37.1
	37.9

	Dependency/active population 
	42.3
	44.2
	46.0
	46.6

	Dependency/actives working
	47.1
	48.7
	52.0
	52.8


Sources:  Eurostat and INSEE, Employment Survey, CERC calculations.

In the same way, the dependency ratio of the young has not stopped dropping. In the euro zone and in relation to the actively employed segment, it amounted to 56.3 % in 1999.

Table 3 – Dependency ratio of those under 20 years old France 

        in %
	
	1985
	1990
	1995
	1999

	Dependency <20/20-59 yrs.
	55.3
	52.3
	48.5
	47.7

	Dependency<20/active population
	67.8
	64.0
	59.9
	58.3

	Dependency <20/actives working
	75.5
	70.5
	67.8
	66.1


Sources:  Eurostat and INSEE, Employment Survey, CERC calculations.
The granddaddy boom shockwave

The special shape of the age pyramid in France will lead, as has often been stressed, to a very rapid inflation in the number of retired people starting as of the middle of the decade. In fact, the demographic shockwave is already underway since France is characterized by its low employment rates as early as 55 years of age, particularly among men. This weakness has been accentuated in particular over the past twenty years (Quintreau, 2001).

Table 4 – Men and Women’s employment rates, spring 2000 

	
	Women
	Men

	
	from 50 to
54 yrs. old
	from 55 to
59 yrs. old
	from 60 to
64 yrs. old
	from 50 to
54 yrs. old
	from 55 to
59 yrs. old
	from 60 to
64 yrs. old

	Europe of 15
	57.7
	40.6
	14.7
	82.5
	63.4
	30.9

	Belgium
	45.5
	24.2
	7.0
	76.4
	52.2
	18.1

	Denmark 
	77.8
	64.1
	23.1
	83.9
	79.9
	37.9

	Germany
	64.7
	46.6
	12.1
	83.8
	66.1
	27.2

	Greece
	39.5
	29.6
	20.0
	84.6
	69.3
	43.9

	Spain
	35.6
	24.8
	14.8
	82.1
	68.4
	39.5

	France 
	66.1
	42.5
	9.8
	83.8
	53.8
	10.6

	Ireland
	46.4
	33.7
	18.9
	82.3
	71.6
	52.7

	Italy
	37.8
	22.9
	7.5
	78.9
	50.8
	29.4

	Luxembourg
	n.a.
	n.a.
	n.a.
	85.7
	54.5
	20.0

	Netherlands
	55.5
	38.6
	11.0
	86.7
	69.2
	26.3

	Austria
	60.6
	25.7
	7.8
	83.8
	60.0
	16.9

	Portugal
	59.9
	47.0
	37.4
	85.1
	71.1
	54.1

	Finland
	79.4
	60.1
	20.3
	80.5
	56.8
	25.8

	Sweden 
	83.7
	76.6
	43.2
	84.0
	80.4
	49.1

	United Kingdom
	70.4
	55.9
	25.4
	81.8
	70.8
	47.3


Source:  Quintreau 2001 (CES INSEE mission on data:  Eurostat labor force Survey 2000).

Globally speaking, Belgium, France, Spain, and Italy stand out due to the low employment participation at both extremities of the age pyramid; such a labor division is not as clearly obvious in the other European countries, and even less so in the United States and in Japan. For the young, the reduced work rate is linked to longer studies, which is a positive phenomenon for our productivity and our competitiveness in the long run; on the other hand, the reduced labor participation rate of people over 55 years old does eventually pose a problem, particularly as concerns pension financing and, prior to that, financing of unemployment compensation schemes.

Table 5 – Labor participation rate (activity rate) by age bracket
	
	1985
	1990
	1997
	2000

	
	Men
	Women
	Men
	Women
	Men
	Women
	Men
	Women

	50-54 yrs.
	91.2
	57.8
	90.0
	62.7
	91.9
	72.1
	90.8
	73.7

	55-59 yrs.
	67.8
	42.8
	67.7
	45.3
	68.3
	50.0
	65.8
	51.9

	60-64 yrs.
	30.8
	18.9
	22.8
	17.0
	16.1
	14.4
	15.5
	13.5


Source:  INSEE Employment Survey.

In France, men’s rate of participation in the labor force between the ages of 55 and 59 tended to diminish between 1975 and 2000, from 83.3 % to 65.8 %, and their employment rate from 81.3 % to 60.4 %.

This evolution is essentially linked to the development of early-retirement measures implemented at the end of the 1970s and at the beginning of the 1980s (Fournier and Givord, 2001). The majority of the decrease actually occurred prior to 1985. Where women were concerned, the increase in the activity rate was due to the fact that the generations entering this age bracket are increasingly active. During recent times and despite the economic recovery that might have led one to forecast a possible impact on the labor force participation rate, no changes in these trends were noted (Lagarde, 2000).

Beginning in 2001, the first sizeable generations will shift into the over-55 age bracket, the age at which the labor force participation rate drops substantially in France. The generation born in 1946 has about one-third more people than the one born in 1945. Over the next five years, the 55-59 age bracket will see its volume increase by over one million people, or +40 % in five years. The dependency ratio of the inactive population in relation to the active segment will increase rapidly as a result. The national propensity to retire the eldest from the labor market linked in particular to employment policy provisions and based on a broad consensus (chapter III) constitutes a serious handicap. Very soon, unless the domestic employment management habits implemented by corporations, social partners, and public policy progress, substantial imbalances in the pension and unemployment insurance schemes accounts (chapter VI) or in the employment policy budget are to be feared.
Graph 1 – Labor participation rate in France by gender and by age, in 1999
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Source:  INSEE, 1999 census.

In all of the European nations as a whole, the problem of older workers and of the older inactive segment’s dependency is being posed; it is particularly acute in France, however. The preoccupation with the rise in the dependency rate of the older age bracket at the European summit in Stockholm led governments to set a European Union employment rate objective for people in the 55 to 64 year-old age bracket of 50 % by 2010. That said, France is very far from this objective. In 1999 in France, this age bracket’s employment rate amounted to 31.9 % for men and 24.9 % for women, compared to the European average of 47.3 % and 26.9 % (Canceil, 2001).

WOMEN’S ACTIVITY RATE
From March 1985 to March 2001, women’s labor participation rate rose from 45.4 % to 48 %. For women in the 20 to 49 age bracket, their already very high activity rate continued to progress and was close to 80 % in 2001; this growth slowed due to the reduced activity levels of the youth segment linked to increases in the length of their studies.

The determinants behind women’s activity rates are multiple:  the dynamism of the labor market, the development of tertiary sector employment, and higher education levels that enable not only improved access to the labor market but also the increase in equal opportunity demands to match those of men.

In the initial phase, one can make at least one observation:  where the 25-49 year-old age bracket is concerned, the tendency to be active – and the majority working full time – is a characteristic shared by French women from a much earlier era (since the post-war period, with an acceleration witnessed during the 1970s) than in the rest of Europe, except in Scandinavia; the progress margin is thus more limited.

Nevertheless, recent developments are similar in most European nations. According to a study about women’s rate of employment
 in several European countries between 1984 and 1997 (Benoit-Guilbot and Clémençon, 2001) the employment rate of women in the 25-49 year-old bracket increased more during the first part of the period in most countries (Spain, Italy, France, Ireland, and the Netherlands), while that of the older bracket increased more at the end of the period even though the economic climate was less favorable.

This progression is linked to the transition of the large baby-boom generations whose propensity to work is higher than that of their elders into the “over-50” age bracket. This progression in the United Kingdom, Germany, and in Denmark is associated with other causes, however:  the economic prospects seem to be determinant factors for both age groups, with women’s employment rate rising more during periods of economic growth. In these countries, we can assume that women’s employment, being more sensitive to the business outlook, is also less stable – a fact that is confirmed to an extent by the notable recourse to part-time work.

The substantial development of part-time work in France was accompanied by reduced full-time employment rates in the case of women, at least until 1997. In the other countries, it does not appear that the growth of full-time and part-time employment are linked.

However, there is no doubt that marital status (as recorded by registry offices since the European statistics that are published do not enable distinguishing among “marital lifestyles”) has lost some of its influence throughout Europe, even if married women work less frequently than single women. Childbearing reduces women’s activity rate. It remains higher in France, however, thanks to the many child-care measures implemented by public authorities. In addition, young women with children sign up for unemployment more often in France than in other countries.

In the United Kingdom, contrary to France, where child minding provisions are rare, women tend to work part-time more often in order to be able to take care of their children (50 % in 1984, 42.5 % in 1997) or they opt out of the labor market altogether for several years.

The rising level of education and training can also be cited to explain women’s greater participation in the labor market. The employment-rate ratio of women with higher qualifications versus less well educated women (“junior high school leavers”) is 1.4 in the United Kingdom, for instance, compared to 1.5 in France and Denmark, 1.7 in Germany, 2.2 in Spain, and 2.4 in Italy. In each country, women’s employment rate based on their educational levels would appear to reflect as much a national propensity to work as opposed to a genuine differentiation based on education levels. Indeed, a high employment rate among women who are more highly educated is generally accompanied by an equally high employment rate of less educated women.

Rather than improvements in the educational level, the transformations in the family (propensity to divorce, family status, size of households, etc.) and the gradual disappearance of a reluctance to take jobs by women who are married or responsible for children might better explain the growth in women’s employment in most of the countries under study, combined with incentives offered by family and employment policies in certain countries. Where France is concerned, this evolution is not recent. In combination with a policy covering the family, child care, and early schooling, it undoubtedly explains why the growth in the employment rate is slowing despite the development of part time work. Nevertheless, the 1994 extension of the Parent Educational Allowance (APE) contributed to this slowing (chapter VI).

PERMUTATIONs IN HOUSEHOLDS
The reduction in the size of households has been a constant since the sixties. The average number of household occupants is continually dropping:  3.2 in 1954, 2.7 in 1982, 2.6 in 1990 and 2.4 in 1999. In this respect, France is close to the European average (Eurostat, 1999):  in 1995, this came to 2.6 individuals compared to 2.5 in France; the Northern European nations are characterized by a lower rate of household occupancy compared to those in the South. People who live alone are increasingly numerous:  nearly one residence out of three is occupied by a single person. Their numbers grew by 53 % between 1982 and 1999, and multiplied by 1.3 as of 1968. If we take single people into account along with childless couples, whose significance is somewhat lower, childless households make up the majority of metropolitan households.

In 1999, moreover, 7 % of households were single-parent families -- another way of measuring this phenomenon is to say that one family with children out of five was in this situation; their number has increased by 22 % since 1990. The number of children is somewhat lower to that of families organized around a couple:  1.54 children on average compared to 1.88. The proportion of couples with children among households as a whole is falling – from 36 % in 1990 to 32 % (Cristofari and Labarthe, 2001).
Specifically, the proportion of families with three or more children is declining (their number has fallen by 9 % since 1990) even if France ranks second behind Ireland in the Europe of twelve
 (Eurostat, 1999). Observations prior to 1990 indicate the same trend
:  the share held by couples with or without children has been decreasing since 1968, while the number of single-parent families increased by 34 % between 1982 and 1990, and by 73 % between 1968 and 1990. Where family structure is concerned, we are thus not witnessing an acceleration but rather a prolongation in trends underway since 1968.

The growth in single-parent families is linked to the greater frequency of separations and divorces, while twenty years ago they were more frequently the result of widowhood. The adult in question is increasingly often a woman – usually awarded child custody at the time of separation. The increase is highly remarkable as concerns parents between the ages of 30 and 50. Nonetheless, the number of single individuals bringing up their children alone has also progressed, particularly among the youngest (Durr, 1992).

Household profiles and income vulnerability

The reduction in the size of households adopts a major significance when analyzing incomes. People living alone and single-parent families are more vulnerable to unemployment or to under-employment risks as their earned income can only come from one person. Additionally, one person alone cannot enjoy the benefits of economies of scale linked to a couple’s lifestyle:  in this respect, a couple would, on average, need only 1.5 times the income of a single person to have the same standard of living thanks, in particular, to economies of scale on housing and equipment expenditures (Olier, 1998). As a result, the average standard of living (income per consumption unit) has progressed less rapidly than income per head, and the consumption structure of households is affected since the share of expenditures devoted to housing increases.
The weight of retired households increased by 3.5 percentage points between 1985 and 2001. Within it, the “one retired– one active person” configuration did not evolve in any marked fashion. The essential structural change was due to the reduction in the share held by the “one retired – one inactive person” configuration, along with that of “other households” to the benefit of single-parent households and single persons. The increase in the number of single individuals is not only an indicator of a propensity to widower/widowhood; it also reflects the increasing number of older people living at home rather than in institutions. This is corroborated by the decrease by more than a half of the number of retired people classified under the “other households” heading : dependency is postponed along with the age of mortality (Cristofari and Labarthe, 2001).

Among the non-retired, the share represented by couples is falling to the benefit of single individuals and single-parent families. 

Dual-earner couples were already in the majority among “active” couples (in other words, in which the head of household or person of reference is active) as of the end of the 1970s. This proportion is growing and their number rose from 6.2 to 7.6 million during the 1985-2001 period.

The number of single-earner couples, for its part, dropped by one million down to 2.4 million in 2001. Currently, over three-quarters of “active” couples are dual earners while they only accounted for two-thirds fifteen years before. This transformation has major implications in terms of labor market operations; it tends to attenuate the consequences of the unemployment risk on household incomes and implies the development of child care.

For the most part, persons living alone
 are elderly and they are essentially women. The major evolution, however, concerns young people (25 to 35 years of age) who can often mobilize family aids and who, although more vulnerable to unemployment risks, nevertheless remain in that situation for shorter durations on average than others.

One acute problem nonetheless arises concerning the least privileged young people who have left the educational system without any diploma and whose parents are unable to help them (see below). With regard to the young in Europe, one-person households now account the most widespread type of living arrangement following their departure from home and prior to the time of establishing a marital household (Kaufmann, 1994). Within the intermediary age brackets, the increase in the number of people living alone in France is moderate. It is higher for men – after a separation, women obtain child custody more frequently than their husbands and the latter are therefore the ones to set up a one-person household. Thus for the three age groups, “single residency” did not evolve at the same rate and, above all, the social and marital contexts of residential autonomy differed:  the young postponed their commitments to adopt an adult and marital lifestyle; the intermediate age brackets had trouble forging couples; and the mortality age differential between men and women remained a reality.

Table 6 - Evolution in the structure of households from 1985 to 2001             
                  in %
	
	1985
	2001
	Evolution by % points

	Households
	100
	100
	

	Retired
	27,3
	30,7
	3,5

	Non-retired
	72,7
	69,3
	- 3,5

	Retired (a)
	100
	100
	

	Couple: 1 retired - 1 inactive person 
	49,2
	47,9
	- 1,3

	Couple: 1 retired - 1 active person 
	5,9
	6,4
	0,5

	Single person
	39,2
	41,5
	2,4

	Single-parent family
	0,6
	2,6
	1,9

	Other household
	5,1
	1,6
	- 3,6

	Non-retired
	100
	100
	

	Non-retired couples
	67.4
	62.2
	- 5.3

	of which dual-earners (b)
	41.9
	44.6
	2.8

	of which single-earners (b)
	24.2
	15.7
	- 8.5

	of which dual-inactives (aside from retirees) (b)
	1.3
	1.6
	0.3

	Single non-retired persons
	21.3
	26.7
	5.3

	Non-retired single-parent families 
	6.7
	9.1
	2.4

	Other non-retired households
	4.5
	2.1
	- 2.5


(a) In couples, the “retired” heading always applies to the man as the head of household or “person of reference.”

(b) Their share is calculated in relation to non-retired households as a whole. In the case of single-earner families, the active person may be the man (in the immense majority of cases), or the woman; in the latter case, her spouse is inactive but non-retired (if such were the case, the household would be counted among retired households).
Sources:  INSEE, Employment Surveys, CERC calculations.
For the young and intermediate age brackets, the economic climate has had an impact on their types of single residency. Prosperity provides the means to acquire residential autonomy more easily, particularly for the young. Conversely, economic difficulties produce another type of non-couple lifestyle, linked in particular to the social exclusion caused by unemployment (Paugam, Zoyem and Charbonnel, 1993). This flux is less important than the voluntary residential independence witnessed in prosperous times, however (Kaufmann, 1994). In addition, the most difficult social exclusion situations are not generally aggregated with the one-person household category:  neither the homeless, nor inmates of certain social institutions, nor those who remain under the wing of their families are included; only the least precarious fraction of the non-integrated appear under the one-person household heading.

The one-person household category is also very heterogeneous in other respects. In particular, these households are not evenly distributed throughout the social ladder. In the United Kingdom, for instance, single men between 30 and 59 years of age are virtually twice as often as the average either unemployed or inactive (ill or disabled); however, among those who are working, single men are more often than average at the very lowest end (unskilled laborers) or at the very top (particularly in the professions) of the social ladder (Haskey, 1990). Globally speaking, this observation can be broadened to encompass Europe as a whole:  single people under 65 years old are, more often than average, unemployed.

At the other end of the social ladder, the one-person households classified in the high-expenditure category are distinctly more numerous than average households, particularly those under 65 years old. This polarization of one-person households between the poor and rich ends of the scale should be viewed in the light of the differences between men and women. Masculine singleness and feminine singleness have been socially different for a long time for reasons of “hypergamy” (marriage into a higher social group). The social position of men is somewhat higher when marrying. At both extremes, two social categories have considerable difficulty in “finding a match”:  men who are too poor or women who are too rich. A non-couple existence in deep poverty is traditionally more of a masculine state (homelessness, housing without comforts), while single women are more numerous in the “bourgeois” middle classes.

Single men tend more frequently to be workers or farm laborers; the fact of living alone is associated with a higher probability of being unemployed where men are concerned while this is not the case of women; women also invest their time in their lives outside the couple to succeed professionally (Millar, 1991; Singly, 1991).
Table 7 - Households with the highest consumption expenditures (a)
	
	Belgium
	Spain
	Italy
	Portugal
	United Kingdom
	Denmark
	France
	Irland
	Luxemburg
	Netherlands

	Single people over 65 yrs
	15.0
	16.2
	8.4
	7.2
	5.7
	10.0
	10.5
	6.4
	17.3
	7.6

	Single people  aged from 30 to 64  yrs
	22.1
	30.6
	25.6
	20.1
	17.5
	9.0
	29.1
	25.5
	32.6
	19.5

	Single people under 30 yrs
	19.5
	54.7
	36.6
	56.0
	15.8
	11.0
	17.6
	26.5
	34.6
	3.2

	Households all told
	8.6
	14.6
	12.5
	17.2
	11.7
	8
	14.6
	12.2
	12.3
	8.5


(a) Households whose expenditures per person are at least equal to 1.6 times the national average.

Sources:  Kaufmann, 1994, based on Eurostat Family Budget surveys, 1988 comparative tables.

Moreover, young people’s integration difficulties into the labor market have led some of them to lengthen their stay at their parents’ home beyond the end of their studies. In this way, 22.5 % of active employed young people between 20 and 30 years of age were living in their parents’ home in 1982; they were 28 % to do so in 2001. Where young unemployed are concerned, the proportions were 36.3 % in 1982 and 41.5% in 2001 respectively. Most of this progression occurred during the 1980s. Two hypotheses can be put forward:  first, the precariousness of their resources which hinders them from achieving a genuine financial autonomy (see below); and secondly, the necessity of complementing their parents’ resources.

EDUCATION AND ENTERING THE WORKING LIFE
Over the 1985-1998 period in France, the activity rate of the young under 25 years old has not ceased dropping, in line with a general trend noted since the post-war period. This rate, however, has been rising slightly since 1998
.

Table 8 –  Labor participation (Activity rate) of the young per age bracket        in %

	
	1985
	1990
	1997
	2000

	
	Men
	Women
	Men
	Women
	Men
	Women
	Men
	Women

	15-19 yrs
	19.6
	12.6
	14.6
	8.1
	9.4
	4.3
	11.4
	6.0

	20-24 yrs
	77.7
	66.0
	65.0
	57.6
	54.3
	44.9
	55.4
	46.9

	25-29 yrs
	94.8
	74.0
	94.0
	77.7
	92
	77.7
	91.7
	79.3


Source:  INSEE, Employment surveys.

The reduction in young people’s activity rates is noticeable over the long-term in all of the countries that have made major efforts to raise the level of education in their active populations and to postpone the end-of-schooling age.

In France, the “first schooling upheaval” occurred during the 1960s when the obligatory schooling age was raised and the “collège unique” (standardized junior high school) was instituted. The “second schooling upheaval” concerns the period under study here:  it resulted from the substantial effort initiated in 1984 to lead “80 % of a generation to the baccalauréat degree.”

The desire to achieve this aim was accompanied by structural reforms such as the establishment of a professional baccalauréat in 1987, the implementation of “bridges” between short study orientations (CAP-BEP certificates) and long ones. The explosion in the number of baccalauréat holders has had as its corollary the multiplication in the number of university places as well as in the shorter vocational higher-education orientations, the special technicians sections (STS), and the university technology institutes (IUT). In actual fact, eight-tenths of baccalauréat holders currently pursue a general or technological orientation and usually aspire to continue their studies.

Table 9 – School attendance rate of young people by age bracket

       in %
	
	1985
	1990
	1997
	2000

	
	Men
	Women
	Men
	Women
	Men
	Women
	Men
	Women

	15-19 yrs
	78.6
	85.2
	84.4
	90.6
	89.3
	94.6
	86.9
	92.5

	20-24 yrs
	19.3
	22.1
	31.9
	33.5
	42.9
	49.3
	41.8
	46.2

	25-29 yrs
	3.1
	2.0
	3.7
	3.3
	5.5
	6.4
	5.8
	5.8


Source:  INSEE, Employment surveys.

It was thus not until 1997 that half those born in 1975 ended their schooling following 22 years of studies; this threshold was 19 years for the cohort born in 1968, and 17 years for the one born in 1947 (Chauvel, 1998). In 1985-86, the number of study years foreseen for a child entering nursery school was 17.2 years; it was 18.9 years in 1998-99
 (National Education Ministry, 2000).

The lengthening period of studies was nevertheless subject to a pause as of 1997 along with young people’s rising activity rates. The latter undoubtedly results from the combined impact of a more favorable economic climate that eased young people’s integration, as well as from new balances being implemented in orienting young and older students. At French senior high school level (Lycée) the general-studies curriculum became less attractive to students leaving junior high school (collège) although it had been the object of considerable popularity at the end of the 1980s:  these students were more apt to turn towards a vocational education, in which agricultural training or apprenticeships are showing a clear resurgence. In this way, apprenticeships concerned 4.4 % of 16-25 year olds in 1998-99 compared to 2.5% in 1992-93. Where higher education was concerned, the new baccalauréat holders showed a certain disaffection for entering university and opted more towards selective orientations, and particularly the shorter studies offered by the STS (higher technician sections) or the IUT (university technology institutes) (National Education Ministry, 2000).

France has closed the gap of its young’s level of studies in relation to the USA, as well as to Denmark and the Netherlands who were ten years ahead of it. Other nations such as Germany, Great Britain, Spain, or Italy have also experienced an extremely substantial expansion in their educational systems. 

The modalities of this expansion nonetheless differ insofar as Latin countries privilege full-time studies while the Anglo-Saxon, Germanic, and Northern nations favor part-time studies combined with a progressive entrance into the labor market (Chauvel 1998). As a result, the entrance into the job market occurs later and more brutally for the young in Latin countries, while it is more precocious, as well as more progressive for the second group of countries.

Table 10 - Age as of which half the young, at least, entered the job market

	
	Europe of fifteen
	France
	Denmark
	Germany
	Spain
	Italy
	Netherlands
	United Kingdom

	1987
	18
	20
	16
	18
	19
	20
	18
	16

	1995
	20
	22
	16
	19
	21
	21
	18
	17


Source:  Eurostat, “Labor forces” surveys (table drawn from Blum, 1997).
At 18 years of age, in the Europe of fifteen as a whole, 76 % of young people are still studying. This percentage is much higher in countries like Denmark, Sweden, the Netherlands, Germany, Belgium, or France; it is much lower in the Southern European countries (Spain, Italy) or in the United Kingdom. Education and training can be undertaken full time, however, and thus without applying for a job:  this is the case in particular of France, Spain, Italy, and Sweden. In other countries, the young more frequently share their time between their studies and a job, whether it is integrated within the curriculum (work-study programs) or in a discontinuous fashion
:  France, Denmark, or Germany, for instance, have a fairly similar proportion of young people aged 18 pursuing their studies but, among these young people, less than one out of ten is active in France compared to eight out of ten in Denmark, and over four out of ten in Germany.

Table 11 – The situation of 18 year olds in 1995




   in %
	
	Europe of fifteen
	France
	Denmark
	Germany
	Spain
	Italy
	Netherlands
	United Kingdom

	Studying
	76
	91
	90
	87
	72
	71
	83
	56

	    Studying and inactive
	59
	84
	30
	48
	66
	64
	41
	27

	Studying and active
	17
	7
	60
	39
	6
	7
	42
	29

	Not studying and active
	19
	7
	8
	10
	23
	26
	12
	38

	Not studying and inactive
	5
	2
	2
	3
	5
	3
	5
	6

	Total
	100
	100
	100
	100
	100
	100
	100
	100


Source:  Eurostat, “Labor forces” surveys, (table drawn from Blum, 1997).
At 24 years of age, the situations become more homogeneous. Except in Italy where the young remain at university a long time (as well as in their parents’ home), and in the United Kingdom where only a small proportion of the small minority that was studying full time six years earlier logically remained, the proportion of full-time students in other countries amounted to between 10 and 17 %. Most of the young people were active full time. Only the young Danes and Dutch continued to study part time:  their strong work-study tradition does not just concern the first level of higher studies.

If we define independence as the combination of residential autonomy and financial autonomy (essentially linked to obtaining a stable job), the fact that France’s young people retain a full-time student status longer than others on average explains that their access to independence is relatively late and that this age has been delayed until later during the past twenty years. In this sense, France is in a middle-ranking situation while the young Danes, Dutch, and Germans enter adult life more rapidly, contrary to young people from the Mediterranean countries (Galland, 2000b). Longer studies are far from explaining everything, however. Young Danes, for instance, leave their parents and live as couples precociously although they take on stable employment late:  the importance of social transfers explains this phenomenon in part (Chambaz, 2000b). 

In France, the age at which the young leave their parents’ home increased during the 1980s but stabilized during the 1990s despite increasingly late financial independence, thanks to family solidarity (more and more home leavers are assisted by their parents) and social benefits (the social housing allowance was made available to the students in 1991) (Desplanques, 1994; Villeneuve-Gokalp; 2000, Galland, 2000a).

The young who conclude their initial schooling without a diploma (one young person out of four, including those who hold only the lower secondary education certificate, BEPC) have greater difficulty in becoming independent. One fifth of them remain totally dependent:  they have no job and remain in their parents’ home for five years after ending their schooling (CEREQ survey, ‘92 generation) (CEREQ, 2001b).

The fact of remaining dependent until an advanced age is a situation that has progressed from generation to generation since the beginning of the 1970s and until 1997 (Villeneuve-Gokalp, 2000). Longer schooling must be taken into account, however. All else being equal, the chances of accessing complete independence nevertheless diminished in the later generations under study:  for men who had not obtained their baccalauréat, this fell from 50 % in the mid-1950s generations to 35 % for the end of the 1960s generations (Galland, 2000b). During recent years, the economic upturn enabled the less qualified to enjoy better employment integration although this improved for the most qualified, above all (CEREQ survey, 98 generation) (CEREQ, 2001a); we do not yet know if this was reflected in a more rapid independence achieved with regard to residence.
Ch. 2 - INVESTING IN AN OPEN ECONOMY

Chapter highlights

When looking back over the macroeconomic developments that have occurred during the past fifteen or twenty years, what are the major orientations evident regarding employment, incomes, as well as social-cohesion factors?

· The eighties and the nineties constitute a major structural adaptation phase to the changes affecting economic growth conditions as well as the nature of economic entities (geographic units, States, corporations), including adaptation to slower growth following the “thirty post-war reconstruction and boom years” and, secondly, to the growing internationalization of production and trade.

· The purposes underlying the construction of a European coalescence have not only been economic ones, although intensifying its cohesion in this domain constituted an answer to this need to adapt. Such an effort has not only been a French one but was also a manifest investment made by each European country.

· Every investment of this type has a cost. The return on this investment was becoming apparent in France and in the European Union as a whole during the closing years of the nineties decade, however, particularly as concerns improved employment and growth.

a panorama OF THE PERIOD
The end of the thirty post-war reconstruction and boom years can be distinguished by four major factors: 

· The significant drop in the GDP growth rate and in the overall productivity of production factors;

· The internationalization of trade (goods traded as well as financial transactions conducted under a more uncertain monetary and financial regulatory system) subjecting various economies to more violent external shocks (the oil crises were the most symbolic of these);

· The elimination of the international monetary system based on fixed parities in favor of a floating exchange rate system; 

· The internationalization of corporations placing the competitive terms at play between national areas into question:  their retention as production locations (see the expression “Standort Deutschland”) requires highly competitive production apparatus, appropriate public capital equipment and, finally, favorable conditions in which these production factors are remunerated (particularly the most mobile ones).

The progression in macroeconomic policies
France, as is true of many other European countries, was late in taking these things into consideration, particularly as regards increases in labor costs
. As a result, following the oil crises along with the dip in the growth of productivity, a “distribution conflict” arose (to reiterate the formula used in the European Commission’s 1993 white paper). This was reflected, between 1975 and 1983, by the substantial rise in wage costs in relation to total added value, and to the detriment of corporate results. 

This imbalance contributed simultaneous to the deterioration in employment and the investment rate, and the rising unemployment rate.

The “1983 turning point”
 signaled a dual effort:  the adaptation to internal regulations, on one hand, and the investments being made in a European marketplace under construction, on the other. Adaptation to internal regulations meant adjusting to continued reductions in the share held  by the controlled economy:  price controls were essentially eliminated in 1986, financing channels were progressively decompartmentalized, and monetary regulation shifted from credit control to interest-rate management; above all, the labor market’s regulation mechanisms were substantially modified.

Indeed, three factors shifted the way wages were set. For one, the very prevalent ex-post system of indexing salaries to prices likely to feed inflationary tendencies by what has been termed the “price-salary loop” was gradually replaced by an ex-ante determination of wage progression. Secondly, during the mid-period in question, the minimum wage, or SMIC, was only undergoing a progression parallel to that of the average salary (chapter IV). Finally, the high unemployment rate hindered employees’ abilities to negotiate.

In addition, employment flexibility was improved by the development of short-term jobs, including fixed-term contracts, temporary work, part-time jobs, and partial unemployment (chapter III). These shifts led to a dip in the relative weight of the total wage bill on total revenues and eliminated the “distribution conflict” that the previous two oil crises had exacerbated.

From 1985 to 1991, Europe registered a fairly rapid recovery of economic growth although under increasingly imbalanced conditions:  growth was stimulated thanks to the prospect of the single market, monetary policies eased following the fears elicited by the market crash at the close of 1987, German reunification which initially encouraged excess growth was quickly reined in by a tightening monetary policy and the rising real interest rates that resulted. The end of this period in Europe and in France was also marked by a resurgence of inflationary tendencies linked partly to the fact that the growth rate exceeded the sustainable potential long-term growth rate (insufficient investment rate and localized strain on labor capacity).

Under the effects of the restrictive monetary policy, the value of the German currency had a tendency to appreciate on international markets. The French decision to maintain the franc/mark parity caused high interest rates in turn. These therefore served as a contributing factor in exacerbating the recession in France, if not in continental Europe. GDP in France even dropped by 1% in 1993 (annual average), a situation that had not occurred since 1974, and employment rapidly adjusted downward. Although this may have contributed to deepening the downturn because of low consumption rates
, the resulting stabilization in shared-out added value paved the way for renewed investment possibilities.

The later recovery was offset in part – attenuated or delayed – in such countries as France that needed to make a greater effort to rebalance public finances in order to meet the euro zone convergence criteria:  the increases in tax and social contribution levies burdened household incomes significantly and thus caused the quasi stagnation of private consumption.

It was only as of 1997 in France, and in continental Europe as a whole, that a more marked upturn occurred and particularly as concerned increased employment – a phase that will be analyzed more closely.

Slow growth in production and the rise in unemployment 
GDP slowed on a long-term basis during “the economic turning point in the seventies.” This downturn was more significant in Europe than in the United States. After faster growth in Europe up until 1973 (even in view of the differential in demographic growth, i.e. by using GDP per capita as an indicator), the growth rate became similar between the two oil crises, then progressively higher across the Atlantic. This growth-rate differential between Europe and the United States, combined with an unprecedented increase in the active population related to the baby-boom effect, in particular, largely explains the differences in the evolution of unemployment on either side of the Atlantic.

Table 1 – Items in the balance of trade for goods and services

	
	Structure of prices at 1995 values 

in % of the total
	Year

2000 in 

billions of euros

	
	1985
	1995
	2000
	

	Resources
	
	
	
	

	Gross domestic product
	87.1
	82.6
	78.7
	1 404.8

	Imports
	13.6
	17.4
	21.3
	382.7

	Total
	100.0
	100.0
	100.0
	1 787.5

	Uses
	
	
	
	 

	Final consumption expenditure of households 
	49.5
	45.3
	42.3
	760.3

	Final public administration expenditures
	20.4
	19.7
	18.1
	327.1

	Gross fixed capital formation
	15.8
	15.5
	15.8
	276.5

	Exports
	14.6
	18.6
	23.0
	402.6


Source:  INSEE, National Accounts.

The slowing of growth
The slowing of growth, during the seventies and subsequently, was not solely due to the consequences of external shocks (the oil crises in particular) and to the difficulties in coordinating economic policies among the major economic zones. It largely also resulted from a dip in productivity gains. For the European countries, it reflects to a degree the gradual abating of the stimulating effects had by catching up to the leading economy’s productivity levels. The global productivity gains in Europe amounted to 3.1 % per year prior to the seventies. They only amounted to 1.5 % during the seventies. Nonetheless, this reduced global progression in productivity was also significant in the American economy. 

Table 2 – Growth in GDP in constant prices and constant prices per capita

	
	1960 to 1973
	1973 to 1980
	1980 to 1990
	1990 to 2000
	1990 to 1997
	1997 to 2000

	United States
	4.3
	2.5
	3.2
	3.3
	2.6
	4.5

	European Union 
	4.9
	2.4
	2.4
	2.1
	1.5
	2.8

	France
	5.3
	2.6
	2.4
	1.8
	1.0
	2.9

	United Kingdom
	3.2
	0.9
	2.7
	2.2
	1.8
	2.9

	Germany
	4.4
	2.2
	2.2
	1.5
	1.2
	2.0

	Netherlands
	4.8
	2.4
	2.2
	2.9
	2.3
	3.9

	Per capita
	1960 to 1973
	1973 to 1980
	1980 to 1990
	1990 to 2000
	1990 to 1996
	1996 to 2000

	United States
	3.1
	1.4
	2.2
	2.3
	1.5
	3.6

	France
	4.4
	2.1
	1.8
	1.4
	0.6
	2.5

	United Kingdom
	2.7
	0.9
	2.5
	1.8
	1.4
	2.5

	Germany
	3.5
	2.3
	2.0
	1.2
	0.7
	1.9

	Netherlands
	3.6
	1.7
	1.6
	2.3
	1.6
	3.3


Note 1:  For France, the 1963-1973 period; for Germany: West Germany prior to 1990; reunified Germany, period between 1991-2000.

Note 2:  the growth rates per capita are not productivity indicators; they only enable comparing these nations’ individual dynamism by partly correcting for demography effects.

Source:  OECD, Economic Prospects, n°69.

In this way, the global productivity gains of production factors amounted to less than 0.4 % per year from 1974 to 1990 in the United States, compared to slightly over 1 % before. 

Employment, Unemployment
The employment dynamics were limited in France, just as in the majority of the European Union, over the past 15 to 20 years. Unemployment seemed to be rising relentlessly. Nevertheless, recent years have shown that this trend can be reversed. We therefore need to examine the most structural determinants.

Graph 1 – Total growth in global employment
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Source:  OECD, Economic Prospects, n°69.

Transatlantic comparisons are beyond dispute:  since the end of the “thirty post-war reconstruction and boom years,” the gap has been widening between the employment rate in the United States and that of most parts of Europe’s major countries, including in particular France, the United Kingdom, Germany, and Italy.

Some European countries nevertheless seem to have found the impetus to achieve a faster growth in productivity (Ireland’s case is exemplary) or in employment (the Netherlands, for instance).

From this observation a much-debated theory has arisen:  European countries, by privileging employment protection and because of the excessive rigidities in the labor market are thought to have “chosen” unemployment contrary to the United States. This hypothesis has been contested but it has the merit of drawing attention on the need to closely examine the characteristics of economic regulation or of the labor market.

Graph 2 – The unemployment rate 
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OPENING UP TO TRADE & BUILDING A EUROPEAN AREA
The growing openness to international trade and the interruption in the trend towards productivity gains led France to adapt its means of controlling the economy – and perhaps even more sharply than other European countries that had already launched into the process. 

The construction of a more highly integrated economic area (the single market) and, even more so, the Economic and Monetary Union, made it necessary to moderate inflationary factors and arrive at a convergence of nominal variations at the heart of Europe.

The economic discipline that the various European countries imposed on themselves in order to build Europe would probably have been more difficult to follow had it not been for the obligation to heed set criteria, however.

The convergence of nominal variations
This convergence, formalized by the Maastricht Treaty, had been underway for a longer period and it encompassed four dimensions:  exchange rate stability, inflation rate, level of interest rates, and the sustainability of public finances. In short, this last objective concerning the public debt and deficit level was imperative to ensure medium and long-term growth prospects. Since the 1989 Delors report on the conditions necessary for an economic and monetary union, the Community has favored a progressive convergence of explicit criteria.

As concerns foreign exchange rate, two important dates marked French politics:  at the beginning of the period (1983), its decision not to leave the European monetary system designed to limit foreign exchange fluctuations in the member countries, led to a certain discipline in economic management; and, in 1992-1993, its willingness to maintain parity with the German mark which was rising due to the monetary policy implemented by the Bundesbank to finance German reunification. Due to internal difficulties during this same period, Italy, Spain, Portugal, and the United Kingdom made parity adjustments.

As concerns inflation, the progressive convergence among European nations was remarkable:  the gap in rising price rates, which had reached over 25 % in the mid-eighties, fell to 3 or 4 % in 1999. For its part, the French inflation rate, which amounted to 13 % in 1980, was reduced (prior to the impact of the 1986 oil slump repercussions) to less than 6 % in 1985; it amounted to some 3.5 % at the end of the eighties; the 2.5 % threshold was achieved between 1992 and 1995; and, finally, the average inflation rate was about 1 % during the upturn between 1997 and 2000.

Between the two oil crises, real interest rates were low, if not negative in France and in most OECD countries (except for Germany). At the start of the eighties, credit control was abandoned in favor of a monetary supply objective in most countries and therefore of an interest-rate policy. The real interest rates were thus at high levels or had increased significantly at the beginning of the eighties in all OECD nations. The real interest rates then dipped distinctly in the United States while they were still climbing in Europe because of their dependence on German rates. From 1984 to 1995, due to insufficient economic and monetary credibility, the real long-term interest rates in France stayed higher than their German counterparts by 1.5 percentage points on average, including during the time Germany significantly raised its rates following reunification. It was the implementation of the single currency that enabled interest rates to ease in Europe as of the second half of the nineties.

This period of high interest rates distorted the sharing of added value because of the profitability constraints placed on businesses. It also weighed on investments although the increase in the relative cost of capital in relation to labor (all the more probable insofar as moderation in the cost of labor was also occurring) did not, however, contribute in any discernable fashion to slowing the substitution of capital for labor throughout the eighties and the beginning of the nineties. Finally, the setting of higher real interest rates played a part in increasing the income earned from household investments as opposed to income from employment.

The restrictive budgetary policies at the beginning of the eighties (as of 1983 in France) were designed to reduce the public debt and deficit within a sustainable time line, then to meet the Maastricht treaty criteria. The abandonment of an inflationary policy to reduce the weight of the debt was not neutral in budgetary terms. In order to avoid seeing nations relinquish currency stability in case of recession (Ozkan and Sutherland, 1994; Masson, 1994), budgetary restraint was one of the keystones in the Maastricht treaty. The reduction in the public debt and deficit ultimately contributed to the lowering of interest rates.

Employment and the labor market
The opening up to international trade, and particularly the enlargement of the single market, is favorable to long-term growth. However, it can have destabilizing effects in the short run and can also require transformations in the operations of the labor market, particularly when bringing nations whose economic systems are highly disparate into the same arena.

A workforce with overly-limited qualifications?
The opening up of trade, the slowing of growth, the transformation in the nature of demand (chapter III), and certain aspects of technological and organizational developments reinforce competency and qualifications requirements. France tackled these transformations with a labor force whose level of training was relatively limited
 in relation to that in the United States as well as that in a number of European countries, aside from those in the “South” (Vincens, 2000). A large fraction of wage earners had taken part in the “cascade” effect from farming into Taylorian industry and could experience difficulties in adapting to the new occupational and competency requirements.

Table 3 – Non diploma holders (a) 

     in % of actives in each SPC

	
	1985
	1990
	1995
	2000

	Staff
	37
	34
	31
	25

	Workers
	58
	54
	47
	41


 (a)  Non diploma holders and primary-school certificate holders (CEP).

Source:  INSEE, Employment Surveys:  1986, 1990-1991, 1996 and 2001.

This educational-level structure weighs – at unchanged rates of unemployment per category – on the global unemployment rate:  by over one percentage point in relation to Northern European countries or Germany (L’Horty and Saint-Martin, 1997). Fortunately, this problem is tending to diminish thanks to the efforts to improve initial education and demographic renewal (chapter I).

A labor market which is too rigid?
The thesis according to which there should be rigidity in both employment and in wage levels has, here again, often been put forward. This has never been proved as concerns the first component – and the econometrics studies conducted on international data characterizing the protection mechanisms and institutions affecting the labor market do not show any correlation between these and the unemployment rate (OECD, 1994, OECD, 1999). The diversification in the types of employment available over the past fifteen or twenty years allowed a high degree of external flexibility. The labor turnover rate in businesses, for instance (i.e. employee hirings and departures in relation to the payroll at the beginning of the year), does not seem lower than that estimated in the United States. Nonetheless, this high labor turnover rate arises particularly, in France, from a more reduced segment of the workforce (temporary and short-term contracts). As for rigidity in the wage make-up, the ex-post indexation phenomena have largely disappeared since the mid-eighties.

The sharing of added value during the nineties illustrates this evolution in the labor market.

Graph 3 – Wage share in the added value of non-financial corporations
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Source:  INSEE, National Accounts.

The sharing out of added value during the nineties
 could have suffered from two crises arising from higher wages:  in 1992-1993, because of the significant drop in activity, and in 2000-2001, due to the substantial increase in the price of oil. As it was, the adjustment made to reduce employment was virtually immediate in the first case. Business operating accounts did not deteriorate but unemployment rose considerably. In the second case, the higher energy costs were largely passed on to household incomes, thereby sparing business operating accounts, as opposed to the situation in 1973 and 1979.

Little progress in labor relations
The French style of industrial relations (the term generally used to describe all the institutionalized compromises arrived at between labor and management) was quite well adapted to the overall type of regulations that prevailed during the sixties:  the State’s role was dominant through price controls, setting some part of incomes, and drawing up indicative planning that laid out the most likely progression framework for the main economic factors. Inflation eased the discrepancies from one business or one sector to another, while devaluations enabled restoring external competitiveness. Within this context, it seemed normal that the contract should play a lesser role than the law in organizing labor relations and in settling disputes between contradictory interests, while resorting to public authorities (State, as well as judge) should predominate over negotiated compromise. In the best of cases, the public authority played the role of mediator, while in the worst, it replaced the labor-management dialogue. The Grenelle Agreements in 1968 are symbolic of this period as they were negotiated under the aegis of the State and imposed de facto by the Prime Minister on reticent management.

This model was placed into question throughout the entire period in question due to the increase in market regulations and the comparison with other European countries where things worked quite differently. Employment is managed much more “from above” in business enterprises and increasing competitive pressures, like those evident at the end of inflationary periods, force these to watch their payroll costs very closely.

In certain countries (Germany, the Netherlands and Scandinavian countries), labor and management have negotiated compromises to avoid seeing employment become the victim of increased competition and of the slowing growth rate; they thereby ensured that the legitimate search for flexibility was not translated into a precariousness that was adverse to some if not all wage earners. Often implemented in cooperation with the public authorities, such “employment agreements” have enabled offsetting a commitment to wage moderation against a pledge to ensure a greater number of job openings, for instance, as was the case in the Netherlands with the “Wasenaar Agreements” in 1982 (De Beer and Luttikhuyzen, 1998). The experience has shown that such arrangements not only reduce unemployment and job precariousness through a type of rational cooperation and communal solidarity, but also – and perhaps above all –facilitate economic growth by improving the visibility of industrial relations and thereby inciting the players involved in labor relations to take decisions (investments, hirings, or expenditures) based on a commitment to the future.

It was very difficult to arrive at such compromises in France, however, where players making such commitments are held to heed them. The limited capacity to negotiate between public authorities and industrial partners led to fragmented management of labor problems, as well as considerable instability in the solutions extended, and also to difficulties at individual business or corporate level in putting the negotiated solutions designed to address general objectives into practice. As it was, the system’s characteristics had a tendency to become somewhat reinforced as was illustrated by the incapacity to harmonize contractual salary scales with the SMIC (minimum wage) or the means by which the successive laws covering the reduction in working hours (Robien et Aubry) were implemented and where the “social reorganization” negotiations took place. Without wishing to use them as a model, it might be useful to compare the industrial relations systems in place in France, the Netherlands, or Germany. It is not a question of believing that contractual relationships could, as if by magic, pacify society and allow it to avoid uncertainties arising from a globalized market, but simply of instituting a less conflictual framework to generate rules accepted and respected by all since this would enable both reinforcing social cohesion and improving the economic climate. A self-regulated economy requires as many rules as does a State-regulated one, although these rules depend more on compromises arrived at by the players themselves than on resorting to the public authorities.

It is true to state that within this general context the application of the 35-hour work week led to an important return to negotiations where large and medium-sized business enterprises were concerned. Compromises were found that increased administrative flexibility and often productivity per capita.

A RENEWAL IN GROWTH?
Europe’s economic climate in general and that of France in particular was thus deeply transformed. Have the recovery conditions in Europe since the mid-nineties been similar to those in the United States during this entire decade for all that, however?

The United States experienced one of its longest growth cycles (1991-2000), although its economy is traditionally more cyclical than those of European countries. This growth occurred by associating a fairly strong recovery in apparent productivity gains and substantial growth in employment.

The productivity gains enabled both limiting the inflationary pressures and  distributing purchasing power that stimulated growth. This performance is not only the result of clever economic regulation (a good mix between monetary policy and budgetary policy) or of reduced dependency in relation to the foreign trade deficit of a dominant economy. It also results from a significant rise in the level of investments, particularly in the new technologies – investments that may have re-established an edge over other economic zones.

The special curve of American productivity must be associated with the progression in investments. While it had fallen between 1983 and 1989, the American investment rate increased substantially during the nineties. Productive capital therefore grew by about 3 % per year by volume during the eighties and it increased by 6 % during the following decade. Nevertheless, this cycle is winding down
 with a certain degree of over-investment so that American firms only came up against financial constraints quite late, investments being in IT above all, whose real prices had dropped a great deal over the course of the decade.

Global productivity of production factors, apparent labor productivity, growth 

The growth in production can be attributed to the increase in the volume of production factors, in employment, and in the stock of productive capital, on one hand, and secondly, the “global productivity of factors.” The difficulty in measuring capital stock (and thus its progress) is symmetrically reflected in the uncertainty about the progress of global productivity. By comparing only the progression in production and in employment (or the number of hours worked rather), in other words by measuring the apparent productivity of labor, one neglects the impact on growth contributed by production generated by the progression in the stock of capital equipment. Additionally, the global productivity of factors, employment, and investments are not independent variables:  it is through the introduction of new technologies, the modifications in production organization – which can be termed the organizational investment – as well as through the progress in  labor force qualifications that global productivity can progress.

At the same time, the lower growth in France and in Europe, in general, over these past twenty years was accompanied by a significant drop in its investment rate. This weakening may have resulted simultaneously from distribution conflicts limiting businesses’ investment capacity, the high level of real interest rates (particularly during the eighties) and, finally, due to the investment effort made abroad implicit in the increasing openness of markets.

The European investment deficit, especially as concerns the new technologies, is often proffered as the explanation for the discrepancy in performance compared to North America. The American productive-investment rate is currently 30 % higher than in France. In the same way, the investments made by companies in new technologies is twice as high in the United States as in Europe. In addition, research and development expenditures also seem greater than in Europe.

Graph 4 – Fixed private investment in % of GDP                     (by volume)
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Source:  OECD, Employment Prospects, n°69.

Has the United States entered that new economic era so often described in terms of the new information and communication technologies (NTIC)? In other words, would the closing years of the century truly see an end to the paradox expressed by Solow
 in 1987:  “You can see the computer age everywhere these days except in the productivity statistics.” In point of fact, the growth cycle was a particularly long one without any significant slowing in productivity.

The sector that produces the new technologies, which accounts for 8 % of GDP in the United States, would in fact only directly explain 20 % of the accelerated growth in America. The new technologies are responsible for supplementary growth in the United States particularly via the additional demand for and use of capital these elicited, largely for fixed asset requirements such as computer purchases (Oliner and Sichel, 2000).

Growth which is richer in jobs?
The recovery phase in Europe at the end of the nineties, driven in part by American growth, occurred within a different context. Growth did not progress faster than in the eighties and was slower than in the United States. Growth in apparent labor productivity was also weaker than before and than that in the United States. The recovery in the growth of the global productivity rate of production factors in Europe (+ 1 % per year from 1996 to 2000) that might have followed the American trend (+ 1.8 % per year over the same period), does not yet appear to be significant (European Commission 2001c). The slowing in the apparent productivity of labor was particularly clear-cut in France and led to a more distinct rise in employment. Aside from the substantial rise in the price of oil at the end of the period, the inflationary tendencies were less vigorous in most European countries and particularly in France at the close of the nineties than at the close of the previous upturn.

Several factors contributed to this significant improvement in employment in France. Subsidized employment had a limited influence. It is true that some youth jobs were created but elsewhere the number of jobs, such as the CES contracts (solidarity employment), fell.

Table 4 - Comparison of the two recovery cycles

                      growth rate, in %

	
	End of eighties recovery
	End of nineties recovery

	
	GDP
	Employment
	GDP per employee
	GDP
	Employment
	GDP per employee

	United States
	3.2
	2.1
	1.2
	4.5
	1.6
	2.9

	France
	3.2
	0.9
	2.3
	2.9
	1.4
	1.5

	European Union 
	3.3
	1.4
	1.9
	2.8
	1.5
	1.3

	United Kingdom
	3.3
	1.9
	1.4
	2.9
	1.3
	1.5

	Netherlands
	3.1
	2.3
	0.9
	3.9
	3.0
	0.9

	Germany
	3.4
	1.5
	1.9
	2.0
	0.8
	1.2

	Italy
	2.9
	0.4
	2.5
	2.1
	1.1
	1.0


Note:  For all countries, the eighties cover the 1985 to 1990 period, while the end of the nineties encompasses the 1996 to 2000 period. The delimitation does not correspond perfectly to the economic cycle in each country but the conclusions remain unchanged if we conduct a more precise calculation for each of them. 

Source:  OECD, Economic Prospects, n°69.

We must also take into account the progressive effects of labor cost reductions brought about by the policy to reduce payroll taxes on low-wage jobs and to encourage part-time work
 (Crépon and Desplatz, 2001). Furthermore, the reduction in working time was virtually interrupted between 1983 and 1992. It resumed between 1992 and 1996-1997 due to the growth in part-time work, and then again, as of 1998, following the Robien and the Aubry 1 and 2 laws (Rouilleaut, 2001 and chapter III). Itemizing the effects of these various policies as well as those produced by the upturn is tricky. Furthermore, the effects of these policies cover the medium long-term. If limited hindsight begins to allow an estimate of the effects had by easing payroll taxes, we cannot yet judge any but short-term effects of reducing work time (chapter III). Where work time is concerned, in particular, the reduction in the legal working time will only cover all companies and the public sector as of 2002 and in a progressive manner.

Nevertheless, its effects will be far from being mechanical ones. Beyond the short-term effects of the reduction in work time (RTT), the employment situation depends largely on competitiveness. As a result, the effects that can be expected from RTT will be all the more substantial insofar as progress in hourly productivity (linked to labor reorganization) and restraint in payroll overheads are combined. The structural easing of payroll contributions paid by businesses which “adopt the 35-hour work week” under an employer’s agreement plays a part in payroll-tax moderation.

In addition, the terms under which the gap is closed between the minimum monthly wage (SMIC) and the monthly wage guarantee, which should be determined by the end of 2002, will have a certain impact (Pisani-Ferry, 2000). According to provisional evaluations presented in the reports by Pisani-Ferry (2000) and Rouilleault (2001), the combined estimated effects of the reduction in working time and the easing of payroll taxes – as well as the subsidized jobs in the public sector – would not by themselves explain the additional employment seen in the recent recovery phase.

In the longer term, growth that is rich in employment offers is undoubtedly the result of substantial growth in the global productivity of production factors, backed by improved labor skills and increased specialization in high added value activities.

Indeed, we must conclude this point by querying France’s performance levels and returning to the debate about its rank in the classification of industrialized countries at the dawn of the new century. For the year-2000 classification of European nations, based on GDP per capita and expressed in euros, France does not have a brilliant record. It ranks in 10th position, just ahead of Greece, Portugal, Spain, and Italy, but 6 to 10 % behind Germany, the Netherlands, Austria, Finland, or the United Kingdom. Based on slightly different criteria (GDP per capita in standard purchasing power), or according to different sources, this can vary (Schreyer et Pilat, 2001). In view of statistical doubts, it is undoubtedly prudent to speak about a group of nations that make up the European median. However, a classification according to the level of GDP per wage earner places France in a much better position by every standard. For instance, using the GDP estimator in euros above, France graduates from 10th place to 6th place if the calculation is per wage earner rather than per capita. It then quite clearly surpasses – aside from the countries already mentioned – Austria, Germany, and the United Kingdom, and ranks virtually alongside Sweden and Finland. On one hand, this diagnosis reflects certain qualitative classifications covering the productivity of major French firms where they appear in respectable positions and, on the other, it draws attention to three crucial elements.

The first, evoked in chapter I, is the importance of the dependency ratio in relation to people of working age (the share of young people prior to their working life and of retired person) in France. The second concerns the modest activity rate in France and, even more so, the employment rate, particularly as regards those over 55 years old and the young.

The third factor concerns the disparities in potential productivity within the population of working age:  by using only a part of the labor force (with a particularly high rate of unemployment or under-employment affecting low-skilled workers) the French economy bumps up its apparent productivity level. Policies designed to improve the employment of low-skilled persons (such as the easing of payroll taxes) do create jobs, improve the GDP per capita, and global or per-capita income but thereby reduce the apparent productivity of labor (Lerais, 2001; Morin, 2001; Carnot and Quinet, 2000).

HOUSEHOLD INCOMES ARE CHANGING

Changes in growth conditions, control over inflationary tendencies by altering the behavior of economic units, in particular, and long-term interest rate hikes have had a considerable impact on the progression of household incomes. If growth over the past fifteen years has slowed, it has nonetheless been real. Disposable per-capita income grew by 38 % over the period (1.7 % on average per year). This is not insignificant, but these results are surprising and do not match many people’s perceptions. This is due, in particular, to distortions in the composition of this income. Direct income is growing more slowly, while income transfers represent a larger share and income from savings an even greater proportion.

Changes in the demographic make-up (chapter VI) also affect the incomes of retired persons in particular.

Table 5 – Major items of household accounts 

year 2000
	
	Billions of euros

	Wages & Salaries
	735

	Net wages 
	462

	Operating surplus
	111

	Mixed income of the self-employed 
	107

	Financial income
	169

	Social security benefits
	281

	Benefits in kind
	116

	Other transfers in kind
	90

	Interest 
	31

	Direct tax contributions
	132

	Gross disposable income
	904

	Adjusted disposable income
	1110

	Final consumption expenditures
	760

	Actual final consumption
	966

	Savings
	143


Notes:

1) Wages & salaries include gross wages and employers’ payroll taxes.

2) Net wages are net of payroll tax payments (the General Social Contribution (CSG) and the Social Debt Repayment Contribution (CRDS) go back into direct taxes).

3) Social security benefits in kind correspond to itemized expenditures made by various administrations and institutions for the benefit of households, essentially health-care expenditures (hospital expenses, social security reimbursements).

4) Other transfers in kind mainly correspond to administration expenditures for education.

5) Final consumption expenditures are for expenditures that are actually borne by households; in order to obtain actual social expenditures we add social benefits and other transfers in kind.

6) The gross disposable income is the sum of the final consumption expenditures and of savings; the adjusted disposable income is the sum total of actual final consumption and of savings.
Source:  INSEE, National Accounts.

Decrease in the share of activity income
Primary gross income is made up of wage-earner salaries (including employers payroll contributions), of the mixed income of the self-employed, of operating surpluses earned by households (essentially real or “fictitious” rents) and, finally, of gross investment income
 from financial assets. The share contributed by wages is tending to drop (71 % in 1985, 68 % in 2000), as well as that from mixed income (down from 13 to 10 %). 

Graph 5 – Composition of primary household income
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Source:  INSEE, National Accounts.

Salaries can be broken down into direct wages (earnings net of social contributions) and social wage costs (payroll contributions or taxes allocated to financing social welfare). Over the 15 years, the portion of direct wages has dropped from 44 % to 40 % of gross primary income and that of social wage costs has risen from 27 % to 29 %.

It is the investment income from personal assets (derived from the home and, above all, from personal investments) that accounted for an increasing share (rising from 8 to 10 % for the first, and from 8 to 12 % for the second). Investment income saw the highest growth during this period:  from 1985 to 2000 it virtually tripled in value or doubled in purchasing power. In addition, its composition changed, reflecting transformations in financial structures. The dividends paid out by companies accounted for less than one quarter of income earned from investments in 1985, while this proportion rose to over one-third in 2000. Income from insurance investments (property income attributed to insurance policy holders), essentially from life insurance instruments, grew six-fold and accounted for almost one third of financial returns.

Table 6 – Income from household financial assets            billions of euros

	
	1985
	2000

	Distributed income from corporations
	10.1
	45.7

	Interest 
	26.9
	42.3

	Property income attributed to insurance policy holders
	6.2
	35.1


Source:  INSEE, National Accounts.

The increase in social transfers
At the other end of the scale, the share contributed by social transfers and collective consumption increased significantly in the composition of disposable income – while the primary income per capita only increased on average by 1.6  % in real terms during the period, the total social welfare benefits and non-commercial transfers rose by 1.9 %.

This progression reflects some lasting transformations in French society, including a demographic evolution that is ushering in more retired persons and pensions, and all the more so insofar as the new generations of retirees enjoy higher benefits than those before them, the burden of high unemployment (although this development is reversible as has been seen in recent years), and the extension of welfare protection in many areas. It also reflects the development of forms of consumption that society has the solvency to fully cover – including health expenditures and collective investments in education.

Beyond the stabilizing effect of the economy during business cycle downturns, what are the long-term consequences of these increases in social transfers and in collective consumption? Such collective functions can well reinforce social cohesion and are also an investment in functions that produce positive externalities (in terms of education, of course, as well as health care). Under such conditions, and if handled effectively, they do not have to penalize long-term growth and may even serve as a positive factor. Nevertheless, the question has been posed about the efficiency of providing these collective functions, and all the more so in that they are quite remote from competitive pressures. It behooves us to recognize that the measures implemented to observe and evaluate the efficiency of these services is highly inadequate and that the fragmented information gathered leads us to fear that France has not made as many efforts in this area as some of its neighbors.

The recent growth in income originates from employment
The upturn at the end of the nineties was richer in job creations than the previous one in France. This led to a special configuration in income progression. 

Table 7 – Purchasing power of salaries and incomes

	
	In % per year
	In %

	
	From 1985 to 1990
	From 1996 to 2000
	From 1985 to 2000
	From 1985 to 2000

	Direct salary & social wage costs aggregated
	2.5
	2.9
	1.8
	31.6

	Wage-earning labor force
	1.3
	1.7
	1.0
	16.0

	Direct salaries and social wage costs per earner
	1.2
	1.2
	0.8
	13.5

	Direct salary per wage-earner
	0.6
	1.2
	0.3
	5.1

	Adjusted disposable income per capita (a)
	2.2
	2.0
	1.7
	28.3

	Primary income per capita
	2.6
	2.3
	1.6
	26.5

	Benefits, including in kind, per capita (b)
	2.4
	1.5
	2.0
	34.6

	Non-commercial benefits and transfers per capita (c)
	2.1
	1.6
	1.9
	33.3


(a) The adjusted disposable income is equal to the disposable income increased by the itemized consumption of public administrations (especially health care and medication reimbursements, hospital expenditures, etc. – as well as education expenditures).

(b) Includes the health care expenditures of public administrations.

(c) To the item above are added other itemized consumption components, largely education expenditures.

Source:  Insee, National Accounts.

The wage-earning labor force grew more rapidly (1.7 % per year between 1996 and 2000, compared to 1.3 % between 1985 and 1990); it was accompanied by a sharper rise in purchasing power of net wages as well (1.2 % per year compared to 0.6 %) originating from the fact that payroll taxes on labor (social security contributions, the CSG and the CRDS) did not increase. The gradual reduction in unemployment led, in particular, to a lesser increase in benefits (chapter VI). 

Ch. 3  - EMPLOYMENT AT THE HEART OF 

THE SOCIAL AND ECONOMIC PROBLEMATIC

Chapter  highlights

· Over the past fifteen years, employment has changed enormously:  now increasingly concentrated in the service sector, it also includes the kinds of jobs that require different qualifications and, in general, a higher level of education and training.

· At the same time, employment situations became more diversified:  the proportion of part-time work and of short-term contracts progressed significantly. The development of part-time work, in particular, which was encouraged by the policies implemented by government, has undoubtedly been instrumental in reducing the burden that unemployment represents although many wage earners working in this way would prefer to have a full-time job.

· Employment policies gradually began to focus increasingly on encouraging the return to work of those people experiencing the greatest difficulties in the labor market (the young, those with limited qualifications, and the long-term unemployed). Job creations were stimulated by reductions in payroll costs for low-paid jobs and the reduction in working time. These policies were quite effective. The policies aimed at gradually easing older workers towards retirement have not been successful in reducing unemployment, however.

· The improvement in the labor market over the past few years has not only enabled reducing unemployment significantly, it has also reduced the number of part-time jobs and fixed-term contracts. Nevertheless, the question remains as to how to improve and protect the working lives of those who fill such jobs
JOBS ARE INCREASINGLY WITHIN THE SERVICE SECTOR 

AND MORE HIGHLY QUALIFIED 

If job creations are largely in the service industry in all European countries, the tertiary sector’s situation is not uniform for all that. In 2000, industry (in the broadest sense, and including building & public works) accounted for 33.5 % of employment in Germany compared to 21.6 % in the Netherlands, with France in a median position (28.3 %). The share held by farming (and fishing) varies from 1.9 % in Belgium to 17 % in Greece and 4.2 % in France, while tertiary jobs range from 52.6 % in Portugal to 76.8 % in Luxembourg (Franco and Jouhette, 2001). This not only reflects regional differences in development, but also the individual production frameworks that have been marked by each country’s history and its share in the international division of labor. The tertiary sector’s share is nonetheless increasing everywhere as time passes.

The rise in tertiary activities

Where France is concerned, this relative progression was particularly sharp since service industry employment rose from 63 % of national employment in 1985 to 73 % in 2000. Over these past fifteen years, and while farming was losing over 600,000 jobs and industry over 800,000, the tertiary sector as a whole secured nearly four million jobs. The “cascading” effect, to reiterate a term used by Alfred Sauvy, of farm workers heading into industry as well as into building & public works which occurred until the mid-seventies was then seeing workers pouring from industry into the services.

Within the tertiary sector, employment growth did not progress evenly in all areas. It was thus very sustained in services to business (advertising, consulting, temping agencies, care-taking, maintenance, etc.) where it rose by 70 %. 

Thus in the computer and IT sector, the workforce (servicing industry, software, databases, IT consulting, etc.) rose from 418,000 individuals in 1985 to 645,000 in 2000, for an average annual growth rate of 3 % (Cancé, 2001). 

In the retail trade, employment only grew very moderately (+ 12 % between 1985 and 2000. There were major internal transformations occurring within it, however:  the number of retailers and distributors fell (- 148,000 jobs between 1982 and 1999), while those working in small supermarket outlets rose (+ 134;000) at the same time as sales representatives (+ 219,000). 

The growth in employment was moderate in the hotel-restaurant industry to the extent that the share held by this sector in tertiary employment combined with the wholesale and retail trade remained constant at about 17%, while it grew significantly in the United Kingdom (20 % of total employment in 1996 compared to 17 % in 1980), in Italy (22 % compared to 19 %), and in Ireland (19 % compared to 16 %) (Marciaux, Lubek and Epiter, 2000). These sectors accounted for nearly one-quarter of tertiary jobs in the United States. Is the lower growth of employment in these industries in France compared to the United States one of the causes underlying the higher unemployment rate on this side of the Ocean?

This point has been the object of fairly intense debate over the last several years (Piketty, 1998; Gadrey and Jany-Catrice, 1998; Jany-Catrice and Baret, 2001) which did not focus on this observation itself but on its causes. The upshot seems to be that if part of the gap can be attributed to differences in the standard of living, if not to cultural behavioral differences (American consumers are prepared to pay for complementary services such as home delivery or packaging of purchases while French consumers favor discounts), another factor can be explained by the differences in labor costs and in indirect taxation.

Table 1 – Domestic employment by industry


  (in thousand of persons)

	
	1980
	1985
	1990
	1995
	2000
	2000/1985

variation 

in %

	Mainly market services
	7,853
	8,149
	9,180
	9,514
	10,867
	33.3 

	Commercial outlets
	2,978
	2,960
	3,143
	3,059
	3,318
	12.1 

	Transportation
	882
	896
	942
	962
	1,113
	24.2 

	Financial activities
	702
	757
	796
	771
	757
	0.0 

	Real estate activities
	219
	247
	341
	342
	382
	55.0 

	Services to business
	1,744
	1,896
	2,402
	2,589
	3,221
	69.9 

	Services to private persons
	1,327
	1,394
	1,558
	1,791
	2,076
	48.9 

	Services to government
	5,035
	5,633
	6,021
	6,468
	6,738
	19.6 

	Total Tertiary
	12,888
	13,783
	15,202
	15,982
	17,605
	27.7 

	Farming
	1,955
	1,640
	1,353
	1,134
	1,032
	- 37.1 

	Industry
	5,428
	4,829
	4,658
	4,090
	3,996
	- 17.2 

	Construction
	1,921
	1,594
	1,678
	1,484
	1,487
	- 6.7 

	The economy all told
	22,191
	21,845
	22,891
	22,689
	24,119
	10.4 


Source:  INSEE, Report on the National Accounts. 

All these structural transformations in the nature of jobs undoubtedly explain why labor-force administration and training problems were more acute than 20 years ago.

The know-how required to jump from farming into building & public works or into the manufacturing industry may have been easier to acquire than the skills currently required to join the growing tertiary sector. Occupational proximity has also diminished and, in many cases, there are added qualification problems as well.

Increasing recourse to a skilled labor force

The recovery of employment in Europe since 1997 benefited the most highly skilled above all. At the heart of the European Union, skilled jobs represented virtually two-thirds of newly created jobs in 1999. The share of low-skilled jobs diminished symmetrically over the long term (see box). 

Skilled jobs versus unskilled jobs

The notion of job skills/qualifications as used here relates to job positions themselves as opposed to the individuals that are filling them:  a diploma holder who fills a job as a work hand (a position considered to be an unskilled job) is thus accounted for as being an “unskilled worker.” With regard to workers, the skilled/unskilled distinction was defined quite some time ago:  it was set out in the 1982 nomenclature covering socio-professional and occupational categories (PCS) and rests on collective bargaining agreements, but also on education and training levels that are normally associated with each type of job (Desrosières and Thévenot, 1992; Bisault, Destival and Goux, 1994).

It is in this manner that farm workers were classified among the unskilled and truck drivers among skilled workers. Where white-collar staff are concerned, however, such distinctions had not yet been made (and they do not appear in the PCS nomenclatures). We therefore look to the work conducted by Chardon (2001) to determine this classification; it includes auxiliary service workers/duty officers, security guards and maintenance technicians, and workers providing services directly to private individuals, etc. This classification does not signify that such jobs – or at least some of them – don’t require special competencies or training. It simply means that the training in question can be acquired on the job. The recognition of the professional competencies of unskilled jobs is actually a major stake in industrial relations since the implementation of a “wage-earner career” depends largely upon this recognition to promote wage earners at the bottom of the scale.

Graph 1 – Employee job structure by qualification

        in %
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Source:  Employment survey. Chardon, 2001.

France seems nonetheless to be an exception as of the mid-nineties since the share of unskilled jobs in the employment total rose slightly, alongside the development of social contribution exonerations on low-wage jobs.

In this way and contrary to earlier upturns, some occupations that had traditionally been losing ground began benefiting from expansion as of 1997. 

Such an evolution is not solely attributable to the development of part-time jobs since it is also evident as concerns full-time jobs. It therefore does in fact seem that there was a positive effect on employment due to the reduction in social contributions on low-paid jobs. This would appear to have elicited a stronger hiring trend for unskilled or low-skill jobs whose relative cost to the employer has fallen (Gubian and Ponthieux, 2000).

Nonetheless, this creation of low-skill jobs was only partly reflected in an improvement in the employment situation of persons with the fewest diplomas (whose unemployment is highest of all). Indeed, a significant proportion of these jobs were filled with persons having relatively more diplomas and particularly so during periods of high unemployment (Audric, 2001b). Employers, given the choice, prefer to hire these workers to reduce the risk that the person hired will be unable to adapt to the job position or to anticipate any potential progression in the job’s requirements. Reductions in social contributions paid on low-wage jobs have generally clearly reigned in the tendency for the numbers of employees with the fewest diplomas to fall.
Table 2 - Contributions of unskilled jobs to improved employment 

                by employee category of diplomas                                                           in %

	
	1982-1994
	1994-2000
	Difference

	Unskilled job growth rate
	- 1.5
	0.4
	+ 1.9 point

	Contributions
	
	
	

	- Primary school certificate, without a diploma
	- 2.1
	- 1.4
	+ 0.7 point

	- Diploma/certificate less than Bac (high school
  diploma/higher leaving certificate)
	0.4
	1.0
	+ 0.6 point

	- Bac level diploma/certificate
	0.1
	0.6
	+ 0.5 point

	- Bac + 2 (1st cycle general university studies)
	0.1
	0.2
	+ 0.1 point

	- Higher degrees (3rd cycle postgraduate studies)
	0
	0
	  + 0 point


Note:  The relative progression of unskilled jobs represented 1.9 percentage points between 1982-1994 (an annual drop of 1.5 %) and 1994-2000 (a rise of 0.4 %). The contribution (i.e; the progression weighted by the importance of the category under study) of non diploma holders was +0.7 of a percentage point. The negative contribution during the first period (- 2.1 %) was greater than during the second one (- 1.4 %).

Source:  Audric, 2001b.
The structure of low-skilled employment became particularly transformed during the last fifteen years. At the beginning of the eighties, workers accounted for about two-thirds of the jobs in question, compared to less than half today. Unskilled jobs shifted towards services to private individuals (child caregivers, domestic employees, home help, etc.) – a category that is most often associated with women – and into the retail trade (Chardon, 2001). The rise in the population’s average standard of living, along with incentives (tax relief above all) to hire household help, explain increasing household demand.

Where services to business are concerned, it has often been a question of outsourcing functions that were previously handled internally (maintenance and cleaning, above all). In the wholesale/retail trade, the advent of mass distribution reinforced the trend.

This change in the nature of low-skill jobs also led to a transformation in this category’s employment practices:  the worker hired for life with a fixed work schedule has gradually given way to the employee working at the rhythm of demand. The development of part-time and short-term contracts (see below) concerns, above all, the least skilled jobs.

The most remarkable phenomenon over these past fifteen years concerns the substantial progression in highly qualified jobs (intermediary professions, executives, and higher intellectual professions). If the number of foremen and supervisors stagnated, sales and marketing functions gained in importance (Amossé, 2001). The development of occupations in the information and communication technologies (NICT) was also highly beneficial to engineers and technicians, and this reinforced the need for training policies within businesses to meet technical activity requirements where progress is very rapid. In 1999, over 40 % of executives and intermediary professions attended training workshops financed by their employer compared to 28 % in 1992 (Goux and Zamora, 2001). 

For employees, this continuing education constitutes not only a protection against job-loss risks and a reinforcement of employability but also an aid to promotion (Michaudon, 2000). 

Finally, the growth of health-care occupations (health executives, nurses), as well as social-care occupations is considerable.

Table 3 – Occupational structure of the most highly skilled



in thousands
	
	1982
	1990
	1999

	Senior executives and professions
	1,860
	2,603
	3,023

	Professions
	236
	308
	345

	Senior public servants, intellectual and artistic professions
	695
	992
	1237

	Business executives
	929
	1304
	1441

	Intermediary professions
	3,784
	4,464
	5,318

	Intermediary professions in education, health care, public service and assimilated
	1,688
	1,916
	2,272

	Intermediary professions in administration and trade 
	898
	1,279
	1,621

	Technicians
	653
	723
	880

	Foremen and supervisors
	546
	546
	545


Source:  INSEE, Population Census
INCREASING EMPLOYMENT DIVERSITY
Both in the labor code and in the labor market, the progression in salaried jobs and full employment that prevailed until the end of the sixties led to adopting a view of salaried employment as being dependent on one sole employer, exercised full time, and for an open-ended period of time as the standard employment model. In the course of the past fifteen years in France, the transformations in the production apparatus, the economic downturn, and the rise in unemployment brought about a diversification in these forms of employment. 

This job situation diversification mainly concerns the flow of newly hired personnel (including subsidized employment) and places into question certain characteristics of “typical” employment:

· the notion of the sole employer, with the development of temporary contracts and of outsourcing/subcontracting, as well as the coexistence in a single job facility of employees (or self-employed persons at times) from legally distinct business entities;

· of working time delineated in the same manner for everyone during the week with the development of part-time work, of different forms of modulation over the years and the annualization of working time within the framework of the law to reduce working time;

· and of employment contracts of indeterminate duration (CDIs), by seasonal jobs, fixed-term contracts, and temporary work that lead to limiting employee’s work horizons and partly transferring onto their shoulders production adjustments based on variations in demand.

Diversification in job situations
These developments are not distinctive to France; they are observed to varying degrees in the different European countries and in other major developed nations (Lemaître, Marianna and Van Bastelaer, 1997)
. It is therefore useful to situate France within this context even if the relative segmentation of the labor markets leaves room for differing national answers. 

Recourse to fixed-term job contract (CDDs)
 is more frequent where women are concerned as well as in the case of jobs that are moderately-to-low skill and they apply to new recruits in particular:  they accounted for 40 % of job recruitments within Union countries in 1999. Job recruitments with short-term contracts were rare in Luxembourg, Ireland, or in the United Kingdom, while they were frequent in Germany and in France, and very frequent in Spain (where their share in total employment is by far the highest). We are only discussing recruitments here, i.e. entrance flows. In view of the rate of turnover in these jobs, but also of the transformation into definitive recruitments (jobs of indeterminate duration) of a portion of these contracts, their share in total employment (“in stock” measurement) is obviously much lower. Nevertheless, it has increased continually, particularly if we also take into account temporary work assignments, which are another form of fixed-term contracts.

The differences from one country to the next can largely be explained by the existence of more or less restrictive legislation enabling the possibility of having recourse to CDDs in the various Union countries (Cadiou, Guichard and Maurel, 2000). But other disparities regarding labor legislation also play a part, particularly the duration of the trial period prior to recruitment (the shorter it is, the more frequent the recourse to CDDs, all things otherwise being equal. Strong constraints upon lay off or restrictive possibilities to recourse to overtime also encourage the hiring within short term contracts.
Table 4 – Share of short-term contracts in total employment  in %

	
	1985
	1990
	1995
	2000

	Germany
	
	10.5
	9.4
	11.5

	Belgium
	9.1
	7.0
	4.4
	7.5

	Denmark
	12.3
	10.8
	10.6
	9.1

	Spain
	15.6
	29.8
	28.3
	26.7

	France
	4.7
	10.5
	11.4
	13.8

	Ireland
	7.3
	8.5
	8.0
	3.8

	Italy
	4.8
	5.2
	5.4
	7.5

	Netherlands
	7.5
	7.6
	9.3
	11.9

	United Kingdom
	7.0
	5.2
	6.3
	6.2

	Sweden
	
	10.0
	11.0
	13.1


Notes:  1) Short-term contracts include part-time jobs.

             2) 1991 for Germany rather than 1990.

Source:  Employment in Europe, European Commission 2001a.

In France, recourse to fixed-term job contracts as a form of recruitment has not grown significantly since the mid-eighties.

In 2000, 61 % of recruitments in establishments with 50 employees and over were in the form of CDDs, a percentage comparable to that registered in 1985 (64 %), but somewhat less at the end of 1993 (71 %). The proportion of CDDs (including apprenticeships and subsidized contracts) and of temporary work in salaried employment as a whole nonetheless grew significantly between 1985 and 2000, rising from 4.7 % to 13.8 %. This results from the adaptation of legislation to the developments in the nature of labor demands but also to the development of subsidized forms of fixed-term employment contracts.

In actual fact, recourse to short-term contracts exceeded its legislative framework by far:  for many business firms, it became a recruitment procedure that largely substituted itself for the trial period of contracts of indeterminate duration. It has also been a way of meeting the greater variability of demand (Goux, 2000).

As a result, the probability of a transition from a short-term contract to a contract of indeterminate duration depends upon the level of qualification and the economic climate:  it is higher during periods of growth. 

Graph 2 – Probabilities of full-time CDDs turning into full-time CDIs 


[image: image8.wmf] 

15

 

20

 

25

 

30

 

35

 

40

 

1990

 

1992

 

1994

 

1996

 

1998

 

2000

 

Bac. or over

 

CAP,BEP

 

BEPC or under

 

%

 


Scope:  unsubsidized employment, all sectors.

Sources:  INSEE, Employment Survey 1990-2001, CERC calculations; the 1998-1999 progression is atypical due to the fact that the 1999 Employment Survey was conducted in January of that year, while it is traditionally conducted in March. 

Fixed-term contract and temporary contracts

Recourse to a fixed-term contract is possible in five cases  (article L122-1 of the labor code):


- replacement of an absent employee (except in case of strike); 


- awaiting the actual arrival of an employee that was recruited through an indeterminate duration contract; 


- temporary increase in the firm’s activity; 


- jobs of a seasonal nature (particularly in farming and tourism); 


- jobs for which it is customary not to have recourse to contracts of an indeterminate duration due to the nature of the activity (list defined by decree n° 92-18 dated January 16, 1992) and the temporary nature of these jobs. A contract entered into for a motive that is not foreseen by law is considered to be of indeterminate duration. 

The contract must stipulate the following points: 


- the duration of the job contract (no more than 18 months in principle, including renewal. It can either refer to a specific date or to an event that will indicate the end of the contract (the return of the replaced employee, for instance); 


- the reason for recourse to a CDD (see above); 


- the wage and its component parts (basic salary, bonuses, etc.). Upon termination of the contract, the employee receives an end-of-contract compensation equal to at least 6 % of the total gross wage (increased to 10 % as of 2002) paid during the contract. A paid-vacation compensation is added to this if the employee was not actually able to take a holiday; 


- the job position occupied by the employee and also, as the case may be, the name and qualification of the employee being replaced; 


- the duration of the possible trial period (regulated). 

An employee hired under a CDD contract benefits from the same individual rights as the other employees in the company (working time, public holidays, transportation, meals, etc.) If the job position presents special risks, the employee must have the benefit of appropriate training. 

For Temporary work contracts, the recourse conditions are identical to those prevailing for the CDD. The major difference resides in the existence of two written contracts:  the first is between the temping agency and the user company (the labor provision contract), and the second is between the temping agency and the temporary employee (the assignment contract). 

At the individual level, the employee has the same rights as the user company employees. At the collective level, however, the temporary employee exercises his/her rights within the temping agency.As is the case with the CDD, a compensation of at least 10 % is due at the end of the contract. 
Developments in working-time standards

The standards that regulate working time have undergone profound changes since the beginning of the eighties (CSERC, 1998). The codification legislating part-time work dates back to 1981. The working time calculation methods for periods exceeding a week were introduced to enable modulating weekly working time (three types of different modulations were defined in 1982, 1986-1987, and in 1993), an annualized part-time job scheme was introduced in 1993 (and eliminated in 1998). Since 1995, reductions in working time have been implemented:  first as part of a collective bargaining framework (interprofessional agreement in November 1995), then under corporate agreements subsidized by the State (Robien law, 1996; Aubry law, 1998) and finally, by the official reduction in the legal duration (Aubry law, 2000). 

By referring to annual durations and by recognizing the practice of requiring “lump amounts” of working time from executives and by giving the possibility of having “time saving plans,” this last law contributes to diversifying actual timetables considerably and therefore of modifying former standards substantially.

The same is true of the rising importance of part-time work in total employment, noted throughout the developed nations, except in the United States and in Sweden where it has stabilized since the beginning of the nineties. This type of employment is above all practiced in the service sector; it is more frequent in the case of low-skill jobs and mostly concerns women, even if it is also beginning to affect the male population. Companies were induced to develop this type of employment through specific schemes (usually leading to reduced hourly wage costs).

Table 5 – Share of part-time work in total employment                       in %

	
	1983
	1990
	1995
	1999
	2000

	France
	8.9
	12.2
	14.2
	14.7
	14.2

	Germany
	12.6
	13.4
	14.2
	17.1
	17.6

	Belgium
	8.1
	14.2
	15.6
	19.9
	19.0

	United Kingdom
	19.4
	20.1
	22.3
	22.9
	23.0

	Italy
	7.8
	8.8
	10.5
	11.8
	12.2

	Spain
	   nd
	4.6
	7.1
	7.9
	7.8

	Netherlands
	18.5
	28.2
	29.0
	30.4
	32.1

	Sweden
	   nd
	14.5
	15.1
	14.5
	14.0

	Japan
	17.5
	19.2
	20.1
	24.1
	23.1

	United States
	15.4
	13.8
	14.1
	13.3
	12.8


Sources:  Joint report, European Commission 2001b and OCDE, Economic Prospects, n° 69, June 2001.

Where employees are concerned, part-time work has a dual facet:  some wish part-time work because it enables them to better conciliate their professional life with their family life; others accept it although they would prefer to work more (this situation is qualified as being “imposed part-time work” or “compulsory”). Much depends on the amount of personal or family income, the presence of children, and the lesser or greater ease of ensuring alternative child care. When, as in Germany or the Netherlands, child-minding facilities are rare or when they are at the quasi-exclusive expense of householders, many mothers work part-time and state that they do not wish to work any more extensively.

The general labor market situation also plays a part:  when employment improves, more people can work the amount of time they wish. In this way, the employment climate upturn in the European Union
 was accompanied by a drop in the share of “imposed” part-time work within part-time employment as a whole from nearly 20 % in 1997 to 15 % in 2000. As of 1999, for the first time since 1990, the creation of full-time jobs was greater than that of part-time jobs. 
In France, the rise in part-time work between 1982 and 1986 came under the legislative framework (box) defining this type of contract (law of January 1981 and the regulation dated March 26, 1982). The 1984-1986 period was also marked by the beginning of subsidized part-time activities in non-commercial sectors (community jobs).

Part-time work

The law of 1981 gives a very broad definition of part-time work as being:  any work of less duration than the normal work duration in the establishment and less than the legislated working time. The regulation dated March 26, 1982, is more restrictive (duration of less than 1/5 the legal duration), it stipulates that the employer may not unilaterally impose a working time reduction on an employee, aligns the status of part-time workers with the status of full-time workers (Freyssinet et al., 1997), and sets out the following regulations:

· part-time work, as opposed to full-time work, is based on an individual schedule: the labor contract must stipulate its duration and its weekly or monthly breakdown. If the contract foresees that the employer may modify the part-time employee’s schedule, the notice period as well as – in the case of annualized part-time work as instituted by the January 1993 Five Year Plan covering employment – the time periods in which the employer can call on the employee’s services must be stipulated;

· part-time employees may be called upon to work complementary hours over and above the duration mentioned in their job contract at the company manager’s discretion, based on the dual limit of one-tenth the part-time work duration (and up to one-third through collective bargaining) and the legal working time. These complementary hours do not confer a right to a wage increase or reparatory compensatory time off unless there is an express provision to the contrary in the collective bargaining agreement. If additional hours are required on a regular basis (over two hours per week for twelve weeks), then the working time duration may be increased in the job contract.

The part-time employment scheme was modified in several ways by the legislation in force (Aubry 2 law) on the reduction of working time. On one hand, the definition of part-time work was aligned with that established by a collective agreement dated June 6, 1997, between the European Union employee unions and management organizations and implemented by a Council directive dated December 15, 1997:  part-time employees are those wage earners whose working time is lower than the duration of legal working time (or the duration in the collective bargain agreement, as the case may be). Furthermore, the working schedules of part-time employees can only include more than one activity interruption or an interruption of over two hours in a working day if a collective bargaining agreement or endorsement foresees it. 

The weight of part-time employment stabilized from 1987 to 1991 thanks to a sufficiently strong economic upturn to spur both full-time and part-time employment in the same fashion. As of 1992, however, and until 1999, the share of part-time jobs in total employment registered a rapid progression of about one-half a percentage point per year. 

Graph 3 – Share of part-time work in total salaried employment
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Source:  INSEE, Employment Surveys 

From 1990 to 1995, all of France’s limited employment dynamics were propelled by the development of part-time work (+ 818,000) which more than compensated for the decrease in the number of full-time jobs. (-311,000, aside from domestic services and subsidized jobs). The same was true in most European Union countries, although not in the United States or in Japan. With the rally in growth and thus the creation of jobs, part-time work is seeing its role diminish in Europe, however.

Table 6 - Contribution of part-time jobs in total employment variations  (in thousands)

	
	
	1990-1995
	1995-1999
	1999-2000

	France
	Total jobs
	- 311.0
	857.0
	535.0

	
	Part-time
	818.1
	431.6
	44.9

	Belgium
	Total jobs
	- 169.0
	137.0
	44.0

	
	Part-time
	121.0
	198.7
	28.4

	United Kingdom
	Total jobs
	- 633.0
	1,395.0
	300.0

	
	Part-time
	544.2
	477.0
	130.2

	Italy
	Total jobs
	1,233.0
	693.0
	373.0

	
	Part-time
	368.3
	406.6
	144.8

	Spain
	Total jobs
	926.0
	1,602.0
	498.0

	
	Part-time
	384.6
	224.8
	24.7

	Netherlands
	Total jobs
	588.0
	886.0
	198.0

	
	Part-time
	598.1
	515.9
	185.2

	Sweden
	Total jobs
	- 329.0
	78.0
	105.0

	
	Part-time
	- 12.2
	- 42.8
	- 22.1

	United States
	Total jobs
	6,112.6
	8,584.2
	1,697.4

	
	Part-time
	1,218.3
	142.4
	- 450.2


Sources:  Eurostat and OCDE.
The increased recourse to part-time work as of 1992 can be explained in part by the economic climate. Nevertheless, its main reason was the implementation in 1992 of lump-sum relief of 30% in the employer’s social contributions for employees hired under a part-time contract of indeterminate duration
. In addition, the reduction in social contributions on low-wage jobs from 1993 to 1998, which may be cumulated with the part-time exoneration, was not calculated based on a pro rata of the working time, thereby reinforcing the financial incentive behind the development of part-time employment. Although eliminated as of February 2000 by the laws on working time reductions for new entrants, this part-time work exoneration still continues to apply to a large number of employees.

The significant increase in subsidized jobs (CES, CEC) in the non-market sector during this same period reinforced the share of imposed part-time work in the overall jobs of part-time workers:  one-third in 1990, and over 41 % in March 1997 

Table 7 – Progression in salaried employment (aside from Government, local authorities employees, and domestic services)




     

     (in thousands)

	
	1992
	1997
	2001
	from 1992 to 1997
	from 1997 to 2001

	Total except subsidized
	
13,443
	
13,549
	15,189
	+ 106
	+ 1,640

	Full time
	
12,093
	
11,654
	13,056
	-  439
	+ 1,402

	Part time 
	1,351
	1,896
	  2,134
	+ 545
	+ 238

	Subsidized jobs
	321
	416
	408
	+   94
	-  8

	Full time
	128
	98
	208
	- 30
	+ 109

	Part time 
	193
	318
	200
	
+ 124
	- 118


Source:  INSEE, Employment Surveys results.

The recovery in employment between 1997 and 2000 enabled reversing these trends. Of the 1.6 million additional “private” employees, 1.4 million obtained full-time jobs and the proportion of persons wishing to work more among part-time employees dropped by 35 % in March 2001 (Ulrich, 2001). Where subsidized contract were concerned, the creation of full-time youth jobs and the reduction in the number of part-time CES jobs reinforced the tendency. Nonetheless, part-time employment in France remained unequally distributed according to gender, age, or employment status (CSERC, 1998). In March 2001, women were working part time six times more frequently than men, and only half of subsidized jobs were full-time. Finally, part time-work remains largely found in the tertiary sector:  over 30% of white collar employees are concerned, compared to less than 10 % of workers.

The contribution of part-time jobs to the improvement in employment in France is undeniable. The problem is in knowing, for those wishing to work more, if it serves as a stepping stone towards jobs with longer working time. Among part-time employees who state they wish to work more, it was possible to interview two-thirds of them the following year and they were still employed.

Approximately half of these workers work full time or fill a part-time job position that meets their expectations, while the other half is still in imposed part-time work or in special types of employment. 

Table 8 – The future of “imposed part-time jobs”

                       in %

	                                                        
	In March 1995
	In March 2001

	Jobs, including:
	67.6
	68.4

	   full time
	15.6
	17.7

	  “elected” part time
	17.3
	16.5

	  “imposed” part time
	30.3
	28.1

	   special type of employment 
	4.4
	6.1

	Unemployment
	7.1
	5.8

	Inactivity
	3.2
	3.8

	Situation unknown (a)
	22.1
	22

	    Total
	100
	100


Note:  the first column indicates the breakdown in March 1995 of persons who were working part-time in March 1994 and who stated they wished to work more. There were 15.6 % of them who had found full time work, for instance.

(a) Mainly corresponds to the persons interviewed who later moved areas. They may have had a new job or kept a job.

Scope:  Part-time employees as a whole (aside from subsidized jobs). 

Sources:  Employment surveys, CERC calculations.

Reduction in working time 

For close to the past twenty years in the OECD countries, the tendency has been towards a reduction in the annual length of working time (except in the United States and in the United Kingdom).

It is difficult to compare the working times practiced in the various countries, and available statistics are far from being harmonized. It is, in fact, actually necessary to take into account the normal duration of full-time jobs, the average duration of part-time jobs, and the proportion of part-time jobs in overall employment and, finally, the number of vacation days and holidays. In this way, France is closer to the European median in terms of employees’ average overall working time than in terms of full-time annual working duration because of the relatively long duration of French part-time work.

Table 9 – Median number of hours worked annually per employee
	
	1979
	1983
	1990
	1999

	United States
	1,831
	1,799
	1,807
	1,862

	Japan
	2,114
	2,098
	2,052
	1,842

	United Kingdom
	1,750
	1,719
	1,704
	1,695

	Netherlands
	1,591
	1,530
	1,433
	1,343

	Spain
	1,936
	1,837
	1,762
	1,750

	Germany
	1,633
	1,620
	1,537
	1,422

	Italy
	1,648
	1,626
	1,599
	1,563

	France
	1,669
	1,570
	1,543
	1,499


Note:  full time and part time

Source:  OECD, Employment Prospects. 

It is interesting then to attempt to compare the annual durations of full-time work alone. The statistical sources provide varying evaluations for any single country, such as the answers given by businesses and those given by employees, for instance. In the latter case (employee answers to the Labor Force Surveys coordinated by Eurostat, Table 10), the weekly work durations are measured according to surveys while holidays and vacations times are based on legal data, although there may be overruns because of collective bargaining agreements. In addition, the cumulated legal holidays and vacation days follow differing rules depending on the country.

Table 10 – Weekly and annual work duration of employees 


   
           Year 2000

	
	Weekly duration
	Annual duration of full-time work (estimate)

	
	As a whole
	Full
time
	Part
time
	Holidays
	Weeks
of legal vacation 
	Estimated duration

	Germany
	35.7
	40.1
	18.0
	10
	4
	1,845

	Austria
	37.0
	40.1
	22.0
	13
	5
	1,780

	Belgium
	35.2
	38.5
	22.5
	10
	4
	1,771

	Denmark
	35.0
	39.3
	19.9
	11
	5
	1,761

	Spain
	38.7
	40.6
	18.0
	16
	4
	1,819

	Finland
	37.1
	39.3
	20.8
	10
	5
	1,769

	France
	36.1
	38.9
	23.1
	11
	5
	1,743

	Greece
	40.1
	40.9
	21.4
	13
	4
	1,857

	Ireland
	36.2
	39.9
	18.6
	10
	4
	1,835

	Italy
	37.2
	38.6
	24.0
	10
	6
	1,698

	Luxembourg
	37.5
	39.8
	21.3
	10
	5
	1,791

	Netherlands
	30.5
	39.0
	18.8
	7
	4
	1,817

	Portugal
	39.2
	40.3
	20.0
	11
	4
	1,846

	United Kingdom
	37.3
	43.6
	18.4
	14
	4
	1,971

	Sweden
	35.9
	40.0
	22.8
	11
	5
	1,792

	Europe of 15
	36.4
	40.3
	19.7
	
	
	


Note:  for France, March 2000.

Source:  Eurostat Labor Force surveys.

The means of implementing the reduced annual working-time duration were quite different from one country to the next. After the one-hour reduction in the legal weekly working time and the generalization of the fifth week of paid holidays introduced in 1982 in France, the reduction in the average annual work duration was then mainly implemented, until 1999, by extending part-time work, and then by reducing weekly duration (see below).

Table 11 – Main sources of variation in annual work duration               (in hours per year – average for each period)

	
	Global Variation 
	For full-time jobs
	For part-time jobs
	Attributable to the variation in the share of part-time work

	Period 
	1983-1993
	1989-1999
	1983-1993
	1989-1999
	1983-1993
	1989-1999
	1983-1993
	1989-1999

	Belgium
	- 7.5
	- 6.5
	- 2.5
	- 1.4
	0.2
	0.4
	- 4.9
	- 5.1

	Denmark (a)
	- 6.6
	5.3
	- 7.1
	2.2
	- 0.9
	0.8
	1.4
	2.3

	France
	- 4.1
	- 7.8
	0.4
	- 3.4
	0.7
	0.2
	- 4.4
	- 4.4

	Germany (b)
	- 10.9
	- 8.7
	- 6.1
	- 2.7
	- 0.9
	- 1.7
	- 3.9
	- 4.4

	Italy
	- 3.7
	- 3
	- 3
	- 1.3
	0.4
	0.3
	- 0.9
	- 2.1

	Netherlands
	- 6.6
	- 14.5
	0
	- 6.9
	3.2
	- 0.2
	- 11.3
	- 7.7

	Spain (c)
	- 6
	- 3.6
	- 3.8
	0.3
	- 0.4
	0.1
	- 1.8
	- 4

	United Kingdom
	- 1.5
	- 2.3
	3.8
	- 0.2
	- 0.5
	0.8
	- 5
	- 2.8


(a) 1985-1993 instead of 1983-1993. (b) 1991-1999 instead of 1989-1999. (c) 1987-1993 instead of 1983-1993.

Note:  variations in annual work duration can result from variations in the work duration of full-time or part-time employees, but also from the progression in the share of part-time employment in overall employment.

Sources:  Rouilleaut report, 2001 and OECD, Employment Prospects, 1998.

In Europe, independently of the fact that certain countries reduced the duration of their working time, particularly during the eighties decade (although others waited for the nineties), two working-time reduction “models” can be distinguished. The first bases most, if not virtually all, of average reduction – whether sharp (Belgium) or modest (Italy, Spain, United Kingdom) – on the extension of part-time work. The second rests additionally on a general reduction, whether contractual (Netherlands, Germany) or legal (France).

THE FIGHT AGAINST UNEMPLOYMENT
Confronted with rising unemployment, the European governments intervened massively in the labor market but followed fairly disparate approaches from one country to the next due to their different legal and institutional contexts. Furthermore, this rising unemployment led several countries, including France, to redefine the relationship between unemployment benefits and aid for returning to employment.

The structural characteristics of unemployment
Since the beginning of the eighties, the European unemployment rate has been higher than that across the Atlantic, with France situated above the European average. Over the long term, the fall in unemployment in the United States dates back to the beginning of the eighties while it occurred in the mid-nineties in Europe, with certain countries (United Kingdom, the Netherlands) having begun earlier. This cannot be explained solely due to economic cycles being “out of sync”:  the choices made with regard to regulating the labor market, wage policy, and unemployment benefits have undoubtedly played a part. Since the end of the nineties, the unemployment rate nonetheless fell significantly in France (- 3.5 percentage points between March 1997 and March 2001), and more than in the rest of Europe as a whole (chapter II). The policies to reinforce employment conducted in the various European countries have done their best to address three characteristics of unemployment that vary according to the country and the period:  long-term unemployment (over one year), the unemployment of the young, and the unemployment of low-skill wage earners.

Long term unemployment
In 2000, those unemployed for over one year represented 42.5 % of the unemployed in France, 28 % in the United Kingdom, 51.5 % in Germany and 47.6 % in Spain, compared to 6 % in the United States.

Graph 4 – Long-term unemployment and total employment in 2000
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In this area, France is situated in the European median. Job seekers over 50 years old are the most exposed to long-term unemployment:  60 % of them have been unemployed for over one year in France. Among the young between 15 to 24 years of age, however, the share of long-term unemployment is relatively low (less than 16 % in March 2001 according to the Employment Survey).

Youth unemployment

Within the European Union, 7.8 %, of 15-24 year olds were unemployed
 in 2000 (they were 10.2 % in 1996). With 7.1 % of young people unemployed, France is just short of the Union average, but this can be explained by a higher rate of school attendance. The recurrence of unemployment is frequent, particularly for those who have few or no diplomas.

Table 12 – Breakdown of time spent in activity (entrants in 1993, for the 1994-1998 period)

	% of time
	in a CDI
	in a CDD
	in unemployment

	Man < Bac
	23.7
	45.2
	31.1

	Man = Bac
	37.8
	44.1
	18.1

	Man > Bac
	41.8
	42.3
	15.9

	Men all told
	33.8
	43.9
	22.3

	Woman < Bac
	18.4
	41.6
	40.0

	Woman = Bac
	30.1
	43.0
	26.9

	Woman > Bac
	45.5
	38.1
	16.4

	Women all told
	35.1
	40.2
	24.7

	All told < Bac
	21.6
	43.7
	34.7

	All told = Bac
	33.6
	43.5
	22.9

	All told > Bac
	44.0
	39.8
	16.2

	All told
	34.4
	42.0
	23.6


Note:  Within the calendar year as a whole, young labor-market entrants in 1993 spent on average 34.4 % of their work activity time in a CDI during the 1994-1998 period.

Source:  Lollivier 2000, INSEE European panel.

Thus, between February 1993 and October 1998, young men holding a diploma lower than the baccalaureate degree spent 21 of their first 70 months of activity in unemployment, and young women 28 months, compared to 11 months for young people with a diploma above the baccalauréat level. Rather than being viewed as an apprenticeship process on a long road comprised of unstable situations that ultimately lead to permanent employment, it seems that repeated unemployment in the French context frequently stigmatizes the people concerned. They are then often judged to be relatively unemployable by business enterprises and, in this way, are confronted with increasingly long periods of unemployment (Lollivier, 2000).

Financial aid to boost employment

With the substantial rise in unemployment within certain categories of the population throughout the eighties, most European countries implemented employment promotion policies. Many countries developed financial intervention packages to favor the return to employment of the unemployed or to reduce the risks of job losses in certain categories (the less skilled in particular). In addition, measures to accompany job seekers (counseling, training, etc.) were frequently reinforced, while some countries adopted policies aiming to encourage withdrawal from activity, particularly that of workers approaching retirement age. These initiatives were often developed concomitantly, although the general tendency was to gradually impart greater importance on financial provisions of a general nature (to ease the cost of labor) and accompaniment measures.

This form of aid generally consists of a temporary exoneration from social contributions and/or of direct aid to hire certain disadvantaged workers at risk of unemployment. In addition, there may be training courses. These temporary, carefully targeted measures do not seek to create jobs directly by easing the cost of labor – their goal is to fight against the greater selectivity that occurs in the job market in a context of increased job competition
.

The targeted subsidy provisions were aimed at both the private competitive sector and the non-commercial sector. The orientation of such efforts varied somewhat, particularly as concerns the importance given to fighting youth unemployment or long-term unemployment, as well as to the weight attributable to measures for one sector or another. Finally, these types of measures were frequently modified compared to other European countries and this may have hindered their effectiveness.

This policy designed to redistribute the chances of obtaining a job does not necessarily go against economic efficiency. At worse, the “human capital” of persons hired in this way is less devalued than if they remained permanently unemployed. At best, their professional experience and competencies improve, a fact that may in the long run make them employable without any subsidies and diminish the risk that an upswing in growth would face problems due to qualified labor shortages. These forms of aid to employment common to most European countries, are highly variable in degree (Gautié et al., 1994). 

Although this aid increased in Sweden from 1990 to 1995 as unemployment rose, it was then reduced - while the aid to recruitments implemented in Germany at the time of reunification has been maintained ever since.

The number of wage earners in subsidized jobs was sizeable until the recent employment recovery cycle which enabled stabilizing these numbers, although at quite a high level it is true (2.2 million beneficiaries), and then even to reduce them a bit in 2001 (2 million beneficiaries) despite the creation of youth jobs (a little over 200,000 jobs at end 2000)

In 1998, the targeted employment policy measures aimed at special categories represented an expenditure
 of 9.6 billion euros (Roguet, 2001). Among them, the most important in budgetary terms corresponded to subsidized jobs in the non-market sector (CES and CEC and first Youth Jobs), or 4 billion euros (subsidy paid out by the State and exonerations of contributions) for an annual average of approximately 435,000 job contracts. During the course of recent years, the number of subsidize jobs in the non-commercial sector increased due to the development of youth employment contracts, while other types of job contracts fell. During the year 2000, there were on average 515,000 subsidized jobs (208,000 CES, 119,000 CEC and 187,000 Youth employment contracts). 

Graph 5 – Beneficiaries of employment policy measures (End-of-year stocks
- in millions)
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In the private sector, employment initiative contracts and return to employment contracts represented a cost of 1.4 billion euros, with an average contract stock of 370,000. Certain special employment contracts, including apprenticeships or job-qualification contracts, are mainly aimed at young people in alternation training schemes (cost in 1998 of 1.7 billion euros). To this should be added professional training expenditures. Apart from corporate training program expenditures for persons in employment, the expenditure benefiting the young and job seekers represented 5.6 billion euros in 1998.

In France, this temporary, targeted aid policy was progressively relayed by the development of a general easing of social contributions during the nineties, which was first initiated in the case of new employee recruitments hired under part-time contracts of indeterminate duration and then, as of 1993, extended by exonerations on low salaries. In 1998, these general measures represented a overall cost of 7.2 billion euros.

The general reduction in working time policies
In France, during the 1985-2000 period, four successive laws were voted for the purpose of reducing working time. The first is the law (“Five Year Plan”) dated December 20, 1993:  it foresaw a 40 % reduction in employer social contributions the first year, 30 % the following two years for any agreement foreseeing a reduction of at least 15 % in working time, combined with recruitments equivalent to at least 10 % of the company workforce within six months, and a reduction in salaries. Less than one hundred agreements were signed within this framework.

The law dated June 11, 1996, known as the “Robien law,” foresaw in its basic “offensive” section (there was also a “defensive” section concerning companies which had recourse to reduced working time instead of to massive lay-offs) identical reductions in social contributions but over a seven-year period and on condition that the companies reduce their working time duration by at least 10 % and compensate this reduction completely through recruitments or by transforming part-time jobs into full-time jobs. Nearly 3,000 social-contribution reduction agreements were signed within this framework, involving 280,000 employees. In 46 % of cases, the agreement anticipated a reduction in certain wage components, and wage freezes in 45 % of cases (for an average duration of 21 months). The agreements signed concerned 33,000 jobs created or saved. A follow-up of companies having signed agreements with the State under the Robien Law, if compared with companies of the same size and in the same activity sector which did not sign any, reveals an employment gap over a four-year period that benefited the first category by approximately 6 % to 7.5 % (Rouilleault, 2001). It therefore seems that the Robien law produced about 20,000 permanent new jobs.

The law dated June 13, 1998, known as the “Aubry 1 Law,” interrupted the Robien Law setting the legal weekly working time for employees to 35 hours as of January 1st, 2002 (the January 1st, 2000 for companies having 20 employees and over). This law instituted incentives for firms that signed an anticipated agreement foreseeing recruitments (or the transformation of part-time jobs into full-time jobs) of at least 6 % in additional employees for a 10 % reduction in the working time on condition that this reduction lead to a weekly schedule of 35 hours at most. In exchange, lump-sum financial aid that was degressive over time was allocated per wage earner. For business enterprises, the value of the scheme was that it opened the door for hourly productivity gains and schedule modulations over the year making it possible to cover all or part of the additional wage costs (of about 6 % in relation to the average wage cost the first year and of 8 % for the last year in view of the lower average salaries offered the newly hired employees), with the balance of the difference being compensated by wage moderation.

Nearly 50,000 corporate or establishment agreements were entered into within this framework, involving 4.87 million employees (of which 1.9 million were the object of financial aid
).

Finally, the law dated January 19, 2000, knows as the “Aubry 2 law,” organized the transition to the 35-hour work week, including:  the breakdown of actual working time, with modulation being possible, the setting of the minimum monthly wage, individual cases of personnel whose weekly working time cannot be broken down, additional costs of overtime beyond 35 hours, etc. Public aid was reduced in relation to the Aubry 1 law, as well as the expected returns:  no legal obligation to recruit was required (it is the agreement that defines the ultimately number), calculation of the 35 hours in relation to the standard “actual” working time excluding any break time, a portion of training time, supplementary vacation days in addition to legal holidays, etc.

The difference between the two Aubry laws were important. The first acted as an inducement because entering into such an agreement had a major effect from the employees’ standpoint since the actual working time was being reduced by 10 % no matter what the actual working time had been until then. The full negotiation therefore consisted in determining what return the employer demanded and what return the employees were prepared to concede in exchange for this time savings knowing that, in case of failure, their working time would remain unchanged. This explains the magnitude of the concessions made by employee representatives in the majority of cases:  wage freezes or wage moderation (about 1 % on average), fairly generalized modulation of work schedules, annualization in half of the cases, which enabled reducing the number of overtime hours. The legislation under the second Aubry law has been different, however:  first, employees know that, no matter what, the 35 hours will apply to them and that, in cases of non-agreement and of non-reduction, they will undoubtedly gain some additional hours or benefit from compensatory rest time; secondly, the breakdown of actual time can amount to 35 hours in the end without any actual significant reduction in the time spent within the company; finally, no recruitment obligation exists if the agreement does not foresee any. As a result, negotiations under this framework proved to be considerably more difficult and much more conflictual.

That is why it isn’t possible to extrapolate how many job creations have been registered to date thanks to the 35-hour work week (mainly arising from Aubry law 1) in order to predict the total number of jobs that could be created within a year or two due to the collective work time reduction. Certain current evaluations (Rouilleault, 2001; Brunhes et al., 2001) on the other hand estimate the number to be 240,000 at end 2000, of which 220,000 from the two Aubry laws.

These evaluations are contested, particularly by emphasizing that other European Union nations have shown positive job creation results without having reduced work time for all that, and thus demonstrating a general trend.

The current upswing would seem to be richer in jobs than was the case earlier (see the Rexecode analysis appended to the Rouilleault report), so much so in fact that the share of job creations attributed to the reduction in working time would appear to be highly overestimated.

Nonetheless, the positive short-term effect on employment cannot be doubted. During the last four years (June 1997-June 2001), salaried employment apart from farming, government, education, health, and social welfare encompassed 1.5 million more people:  560,000 during the first two years (+ 2.1 %), 940,000 during the next two years (+ 6.7 %). 

That said, the growth in added value in the sectors in question during the first subsidiary period was superior to that of the second subsidiary period (+ 7.4 % compared to 6.1 %). Or, if preferred, each percentage point in growth enabled the creation of 75,000 jobs during the first period and of 154,000 jobs during the second. If other causes were able to “enrich the reasons for employment growth” – the anticipation of more favorable growth, the effect of easing social contributions on low wages, or saturation of production capacities available without recruiting – the difference between the two subsidiary periods was too important for it not to be attributed in part to the reduction in working time (Chapter II).

It therefore appears highly probable that the reduction in working time played a positive role in job creation over these past few years. Two questions remain which are obviously linked. The first concerns the conditions to be met for such job creations to be permanent ones. The second concerns the definitive cost – i.e. taking into account the effects of improved employment towards increasing tax receipts and social contributions – of the aid accompanying the reduction in working time.

From this stance, it is important to distinguish the cost of reducing contributions on low wages – relief that existed prior to the implementation of the working time reduction and that was extended to wage levels ranging from the Smic to 1.8 times the SMIC and the associated expenditures per se of reducing working time. For 2001, we estimate (social security accounts) that the social contribution relief on low wages (including the extension of up to 1.8 times the SMIC) amounted to approximately 9.2 billion euros and those linked to the Robien law and the two Aubry laws amounted to 5.1 billion euros.

The reduction in activity rates
Contrary to the two prior policies, the reduction in activity rates aimed at elderly workers (early retirement) and, temporarily, at women who are mothers (parental education allowance, chapter VI), is not intended to increase the number of jobs but to incite certain active persons to withdraw from the labor market in the hopes of thereby reducing the unemployment rate:  either because the people who withdraw were themselves already unemployed, or because of the hope that their departure will enable compensatory recruitments and thereby the reduction of unemployment in certain other categories of job seekers.

Compared to other European nations, France had much more frequent recourse to early retirement. It is true that, thanks to the drop in the legal retirement age since 1983 and the toughening of access conditions since 1985 (due to their high cost), the number of beneficiaries diminished between the beginning of the eighties and the beginning of the nineties. Following a slackening in conditions as of 1992, however, numbers stabilized until 1997 and only fell slightly later with social redeployment programs underway even able to reverse the trend.

In this way, the sums devoted to this scheme remain distinctly higher in France than in other European countries. Germany temporarily used early retirement at the start of the reunification period and virtually ceased doing so as early as 1997. Sweden also had recourse to it but only sporadically.

In other countries such as the Netherlands or the United Kingdom disability pensions can play a similar role to the dispensation from seeking work or to the early retirements in France (Blöndal and Scarpetta, 1998)
.
Over the past 15 years, a change occurred in France in the perception of the utility of activity cessation schemes designed to limit unemployment. An implicit consensus initially existed between the public authorities and industrial partners on using such tools. Their cost and limited apparent effectiveness in fighting unemployment, however, gradually gave way to reservations on the part of the authorities who then restricted their use. Until 1995, the quasi-totality of early retirements were covered by a special allowance from the National Employment Fund (ASFNE) that allowed the departure of employees aged at least 57 (or 56 in exceptional cases) within the framework of a social scheme negotiated with the State which financed most of it. This scheme has since been very substantially curtailed.

Graph 6 – Early retirements and dispensation from seeking work
(average stock of persons present at the end of the year, in thousands) 
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In 1995, the industrial partners established the employment replacement allowance (ARPE) (Baktavatsalou, 1997), intended to exist until approximately January 2003, or company-financed early retirements. The ARPE permits the retirement of individuals who are at least 55 years of age and who can justify having paid 160 quarters of pension contributions. In return, the companies that employed these elderly workers must hire a priority population category and in sufficient numbers to maintain the overall hours worked unchanged.

In February 2000, activity withdrawal provisions covering certain wage earners were implemented to help elderly employees in the greatest difficulty (CATS). Financing is partly ensured by the State. The scheme is available to employees between 57 and 65 years of age who adhered to it as of the age of 55. It is necessary to have worked at least fifteen years on an assembly line or on the night shift or to justify ten years of affiliation to a social security scheme for disabled workers.

The companies and their employees who do not match these conditions can benefit from the CATS but with reduced public financing. Even in such cases, however, an exoneration from social contributions exists for the employees in question.

Outside of these measures, there are also company-financed early-retirement plans which are negotiated between the industrial partners. When an agreement is signed within the framework of a social scheme, the firm benefits from a degree of tax relief.

Finally, certain job seekers have the possibility of receiving their unemployment benefits (AUD or ASS) while simultaneously being dispensed with having to seek a job on condition that they are at least 55 and can justify 160 quarters of contributions to the basic State pension scheme or that they are at least 57.5 years old (without any requirement as to length of pension insurance contributions). This amounts to a disguised early-retirement system which generally leads to a lower compensation benefit for those in question.

The flow of early retirement entrants remains substantial for two reasons:  since June 1999, the beneficiaries of the special allowance for elderly unemployed workers (ACA) have had the possibility of opting to be dispensed from seeking a job. Their numbers rose from 70,900 to 87,500 over one year’s time (Brégier, 2000). Furthermore, the activity withdrawal scheme covering certain wage earners (CATS), initially reserved for employees having worked under difficult conditions (assembly-line or night-shift work for at least 15 years), is tending to be extended to cover others (in the banking sector, for instance) (Anglaret, 2001). Quantitatively, however, the dispensation from having to seek work (DRE) is becoming the main means of activity withdrawal.

Are these activity-withdrawal incitement measures effective as a way of reducing unemployment? This is certainly open to doubt in view of international comparisons. There is no apparent link that exists between the progression in the activity rate and the progression in the unemployment rate.

Graph 7 - Variation in unemployment and activity rates between 

1985 and 2000                          
       (in percentage points)
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Countries such as Finland or Sweden reduced their activity rate considerably between 1985 and 2000 but nevertheless saw a progression in unemployment. Conversely, the Netherlands or Ireland experienced both a substantial rise in activity and a drop in unemployment. In the United States and in the United Kingdom, a sharp drop in the unemployment rate and a slight increase in the activity rate went hand in hand. In France, the rate of activity progressed slightly and the unemployment rate diminished hardly at all.

If we only look at the activity rate of the 55-64 year-old age bracket (the category principally concerned by activity withdrawal policies), the relationship to the progression in the global unemployment rate is not any more obvious.

Most of the countries which had recourse to early retirement were, as in France, at best able to avoid witnessing too sharp a rise in unemployment. Conversely, in Belgium and in Spain, there was a reduction in both the activity rate and in the unemployment rate. In most of the other countries, the drop in unemployment was accompanied by a rise in the activity rates of the eldest.

Graph 8 - Variation in the global employment rate and the activity rate

    
    of those aged 55 to 64 between 1983 and 2000


[image: image14.wmf] 

-

12

 

-

8

 

-

4

 

0

 

4

 

-

8

 

-

6

 

-

4

 

-

2

 

0

 

2

 

4

 

6

 

Variation in the activity rate of those over 55 years old

 

Varia

tion 

in the  

globa

l 

unem

ploy

ment 

rate

 

Finland

 

France

 

Greece

 

Spain

 

Belgium

 

Ireland

 

United

-

Kingdom

 

Canada

 

Netherlands

 

Denmark

 

United

-

States

 

Sweden

 

Norway

 

Japan

 

Germany

 

Italy

 

%

 

%

 


Source:  OECD database.

Although activity withdrawals add to the burden shouldered by the actives working (since relatively high replacement incomes must be paid to those leaving), job creations lessen it (since working actives are required to finance fewer replacement incomes).

From the collective standpoint, the first policy could therefore only be a “for-lack-of-a-better-solution” policy. With the subsequent upcoming modifications in the demographic structure, it risks becoming impossible to maintain, as well, since it reinforces the problems linked to the ageing population which will become the essential issue of our societies.

Aid to employment re-entrants

When the job creations in the labor market recover progression rates compatible with growth in the active population, and all the more so when these recruitments become more substantial, encouraging the unemployed to return to work then becomes essential. The European employment strategy which was drawn up at the Luxembourg summit in November 1997, recommends taking preventive measures to fight against youth unemployment and long-term unemployment, as well as initiating so-called “passive” measures, and particularly through unemployment benefits by attributing them so that they serve as an incentive for its beneficiaries to return to work. 

In the majority of OECD countries, and in France in particular, an unemployed person wishing to receive compensation must actively search for work and accept any suitable job. Differences arise from the lesser or greater degree of the constraints placed upon them to heed this obligation, and particularly on the definition of a suitable job. In several countries (the United Kingdom, Germany, the Netherlands, and Sweden), the suitability characteristics of jobs can be tightened based on the length of unemployment. In Sweden, in this respect, once the first one hundred days of benefit entitlement have elapsed, suitable jobs may no longer be confined to the immediate geographic vicinity nor to the initial professional scope.

Where this point is concerned, the new UNEDIC (National Union for Employment in Industry and Trade) agreement dated January 1st, 2001, replacing the Single degressive allowance (AUD, instituted in 1992) by an employment re-entrance allowance is fairly innovative.

Each job seeker receiving benefits must sign a “Return to Work Assistance Plan” (PARE) with the ASSEDIC employment association paying the allowance. Concretely, this is translated by the establishment of a “personalized action plan” drawn up after an in-depth interview with the ANPE agency within the month following signing the PARE. This project describes the types of jobs corresponding to the professional qualifications and capacities of the job seeker and may foresee a competency assessment and training initiatives. At the end of six months of fruitless job searching, the customized accompaniment is reinforced and the nature of the jobs being sought reexamined. This scheme’s financing is partly taken care of by the UNEDIC, under a partnership agreement.

The means available to the public administrations handling employment (the Employment and Solidarity Ministry and the ANPE departments) to assist the unemployed back to work are not reserved solely for unemployed persons receiving benefits:  the PAP or individualized action plan should, ultimately, be extended to cover all job seekers as a whole.

The development of unemployment compensation

The unemployment compensation system in France was consolidated as of 1979 with financing backed by unemployment insurance contributions and by a State contribution. The decree dated November 24, 1982, modified the internal logic, however, by introducing differentiation criteria to determine the rights to benefits based on job seekers’ prior length of affiliation.
In 1984, the system was divided into two separate schemes: 

· an unemployment insurance scheme financed by contributions and administered by the industrial partners (UNEDIC) that paid benefits linked to the previous salary (basic benefit) then through flat-sum benefits (the end-of-entitlement allowance);

· a financial welfare scheme financed by the State having two components and both paid out according to resources:  the specific solidarity allowance (ASS) paid to unemployed persons who have exhausted their entitlement to coverage; the integration allowance (AI) designed for job seekers presenting themselves on the job market for the first time, principally the young and women under certain conditions.

The basic allowance and the end-of-entitlement allowance at the core of the insurance scheme were replaced in 1992 by a single degressive allowance (AUD) that tightens eligibility conditions (previous work duration), reduces the payment duration, and introduces an incremental degression in benefits. Aside from a budgetary savings objective, it is a question of making the unemployment compensation system more conducive to returning to work rapidly. At the same time, the 1992 finance law considerably restricted the application scope of the integration allowance by excluding the young and women from its provisions.
The 1997 UNEDIC agreement improves the compensation terms somewhat (lengthened degressive increments).

The UNEDIC agreement dated January 1st, 2001 replaces the single degressive allowance by a non-degressive “return to employment assistance allowance.” For a beneficiary receiving unemployment compensation, as for a beneficiary receiving the specific solidarity allowance, an obligation exists (except in the case of an age dispensation) to seek a job actively and to accept a suitable job, i.e. “suitable in relation to the job seeker’s occupational specialty or former training and remunerated at the normally applied wage rate in that job occupation,” according to article R 311 of the labor code. Appreciating the suitability of the job as well as the genuine, serious nature of search efforts is the province of the ANPE’s departmental delegate who must take into account the individual’s situation and that of the local labor market. The individualized action plan is conveyed to the ASSEDIC which examines and endorses it before following it up within the scope of its competencies. The ASSEDIC is kept informed by the ANPE about the progress made in the individualized action plan and can summon the beneficiary to take stock of the way in which they are meeting their commitments.

Other measures implemented by the industrial partners under the UNEDIC agreements or developed by the public authorities have sought to draw the unemployed back into the labor market. The first concern the possibility for an unemployed person who is obtaining benefits do accept a “limited activity” job without losing their entitlement to unemployment benefits, or the implementation of specific schemes and especially the redeployment agreements and retraining allowances.

· The possibility for an unemployed person to exercise a reduced activity by continuing to stay signed up at the ANPE (and in the unemployment or assistance scheme if receiving benefits) was introduced in 1986. The job seeker may then partly cumulate his/her allowance with income earned from the reduced activity:  this must not exceed 136 hours per month and 70 % of the gross monthly salary earned prior to unemployment. It is a question of not dissuading the unemployed from taking a job even if it is a reduced or temporary activity, and also of encouraging them to get out of this intermediate situation that must only act as a transition. The reduced activity scheme concerned 100,000 people at the beginning of the nineties and 500,000 in 1999:  about 20 % of the beneficiaries of the AUD and 15 % of those receiving the ASS. Its development has followed the development of part-time work (or very short duration contracts). There have been few evaluations made to appreciate the efficiency of the return to employment measures. Over a three-year period following signing on at the ANPE in 1993, about one unemployed person in two (receiving benefits or not) would have been concerned at one time or another by working at a reduced activity (Granier and Joutard, 1999). The more a person has had a precarious job history, the more they are inclined to accept reduced activity. Working at a reduced activity is more frequent at the end of one year of being signed on to the unemployment rolls, when nearing the end of entitlement rights. This effect is more significant for men than for women.

· The redeployment agreement program, halted since July 2001 following the reform of the unemployment insurance system, had been established in 1987 through an interprofessional agreement. It consisted of offering aid for redeployment purposes to wage earners who had been laid-off for economic reasons on condition that they were under 57 years of age and had at least two years of seniority in the company.

The employees are taken in hand for a six-month period by maintaining a portion of their former salary and being helped by the ANPE to find work. They continue to be entitled to all their former social benefits and they are not considered to be job seekers. An assessment of this program (Cloarec and Weibel, 2000) tends to show that chances of a rapid, lasting reintegration are clearly improved through the passage of the redeployment agreement, but it depends a great deal on the level of education and training of the workers in question. In some ways, it can be seen as a type of foreshadowing of the Return to Work Assistance Plan (PARE) foreseen in the new UNEDIC agreement.

The national employment services have, for their part, developed programs to increase the rate of return to work of certain categories of job seekers.

· The “Access to Employment Strategy” (TRACE) and the “New Start” programs consist of providing customized accompaniments in order to ensure the professional integration of beneficiaries. “TRACE” is reserved for young people between 16 and 25 years old who have left the educational system with few or no diplomas. “New Start,” launched in October 1998 for five years, targets the long-term unemployed. The programs concerned over one million job seekers in 2000. The follow up seems to be fairly efficient for the adult long-term unemployed since it would increase their probability of escaping unemployment by six percentage points (Micheau, Poujoly and Pommier, 2001). Nonetheless, these results were obtained in a favorable labor market context.

Finally, many countries (Germany, Austria, Belgium, France, Italy, Portugal, and Spain) have developed possibilities of resorting to partial unemployment. Companies can thereby reduce the number of hours worked or temporarily interrupt production without having to interrupt the employment contract, with the employees then being compensated for the number of working hours they have not worked (Mosley, 1995, Béraud, Lefèvre and Sidhoum, 1994). In France, the number of days of partial unemployment annually per wage earner in industry closely follows the fluctuations in the economic climate:  0.7 in 1980, about 2.5 between 1982 and 1985, to drop back down to 0.5 in 1990, and to rise again to nearly 2 in 1993. The economic recovery, combined with the extension of working time modulation possibilities arising from the RTT agreements have significantly limited recourse to this measure (Brégier, 2000).

Ch. 4 - INCREASED MARKET INEQUALITIES ?

Chapter highlights

· Over the past fifteen years, wealth in France has increased substantially especially in the form of financial assets. Since such assets are more concentrated than earnings income, deepening overall income inequalities have arisen as a result.

· Over the same period, the spread in hourly wages was not accentuated, mainly thanks to the minimum wage that increased at the same pace as hourly earnings as a whole. Salary progressions were also very similar for both employees in the private sector and employees in the public sector. Since the proportion of those working reduced hours (part time, short contracts) climbed sharply, particularly in the low-wage categories, inequalities in earnings income widened, however.

· The minimum hourly wage does not thus appear to have played a sufficient role in reducing the inequalities arising from the labor market. We can hope to reduce these inequalities by improving employment rates or through measures to support low incomes.

HOUSEHOLD ASSETS INCOME
Household assets in France increased significantly faster between 1985 and 2000 than disposable income. Wealth was multiplied by 2.7 (in current euros) and disposable income by 1.9 (also in current euros). This can, of course, be partly attributed to the increase in the savings rate, which rose from 13.8% of gross disposable income (i.e., before amortization of homes and fixed assets of individual businesses) to 15.9 % over this period. Another reason for this rise, however, is also partly due to greater asset valuation, and most particularly that of securities held by households (stocks, bonds, and shares in unit trusts or mutual funds) which has been multiplied close to six-fold, while underwriting reserves, mostly reflecting financial assets companies hold to cover upcoming commitments to customers, have increased eleven-fold. 

Where household assets are concerned, it is clearly not easy to distinguish, between assets resulting from savings and those from valuations above that of price increases, especially since reallocation of assets may occur from time to time depending on the profitability of the different forms of investment. We can nevertheless obtain an overall picture for the period by measuring net annual savings (savings less amortization of fixed assets), on one hand, and by re-evaluating the theoretical wealth thus obtained by the amount of consumer price increases -- i.e. by supposing that wealth evolves in the same way as net savings contributions and price increases. The difference between this estimate and that of national income accounting (€ 6,200 million) is in the region of € 1,500 billion, thereby giving an idea of the magnitude of capital gains.

Inequalities in wealth
Wealth (and the income it generates) is much more concentrated than current income. It results from savings aggregated to inheritances or gifts, and to the capital gains roughly calculated above. The capacity to save increases along with household income. In addition, lack of social mobility means that the transmission of assets from generation to generation through inheritance or gifts tends to favor high-income households.

In 1997, in point of fact, the wealthiest 10% of French households concentrated over 40% of total wealth and, conversely, the 50% of lowest-income households shared only 10% of wealth (Hourriez et al., 2001).

Despite progress in methods designed to discern wealth ownership (surveys on financial assets), knowledge about its distribution remains sparse as is that of the distribution of the income it generates. In some ways, this knowledge is even more limited than before
 following the reduction in the share of income from securities subject to income tax (chapter V). It is clear, however, that income from wealth contributes to increasing income inequalities, particularly in the population’s upper centiles, where the share of income from capital becomes preponderant.

Wealth increases with the age of the individual being considered to reach a maximum at around the age of 55
, and then decreases. Without taking into account age and level of income, the wealth of self-employed persons is greater than that of employees. This difference is the result of several factors or constraints, however:  first, the working self-employed need to build or possess business assets to run their business; secondly, for many of them, less favorable retirement schemes than those for employees (lower contributions, lower benefits) lead them to build up wealth in order to ensure their income upon retirement
, whereas employees have a greater "wealth equivalent entitlement on retirement" (INSEE, 1996).

Chart 1 - Structure of household assets 
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Source:  INSEE, asset accounts.

The family home holds a significant place in household assets, slightly over 40% in 2000 (graph 1). Its relative importance is decreasing, however, due to a slowing in access to property (and even a decrease in the case of households under 40) and the increased value of financial investments with variable incomes. Financial assets represented approximately 40% of household assets in 2000, with outstanding issues having risen sharply since 1980. It is the possession of stocks and bonds that increased the most over the period. In 2000, one household out of five owned stocks (sometimes within the scope of employee savings schemes).

The structure of wealth varies considerably depending on the amount held. Small nest eggs (less than € 15,000) mostly consist of liquid assets (checking accounts and savings accounts). Somewhat wealthier households tend to invest their assets in home ownership savings plans and life insurance. Fortunes between € 75,000 and € 250,000 are generally in real estate. Finally, large fortunes generally consist of securities (INSEE, 1999).

Investment income
According to the national accounts, the share of current income (before tax) from financial assets in households' primary income has been increasing over the last twenty years, rising from 10% in 1980 to nearly 14% in 2000 (chapter II), where primary income designates that consisting of earnings from wages (including employer and employee social contributions), individual entrepreneurs' income, household rents and, finally, income from assets (dividends, interest received, life insurance companies' reserves). Current income from financial assets has increased at a slower pace (multiplied by 2.8 between 1985 and 2000 in current value) than this (multiplied by 3.6, excluding real estate). This is due to a drop in the rates of return during the eighties and even more at the end of the nineties.

Contained wage inequalities
An increase in the range of salaries is a general trend in industrialized countries, although it appears less marked in Europe than in the United States. 

Several factors contribute to this fact. First, the relative decrease in the number of low-skilled jobs following transformations in production techniques probably caused a squeeze on wages at the lower end of the salary spread (in relative terms at least). In addition, it seems likely that the restructuring of production methods and compensation systems meant that more qualified employees tended to be increasingly compensated according to results and received various forms of bonuses which, in most cases, were not accessible to less skilled wage earners whose work remained strictly controlled and subject to diligence obligations. The weakening of the conventional framework covering management of employee careers (less importance placed on seniority and recognition of acquired skills, more importance placed on individual salary increases) reinforced this development. Finally, despite debate to the contrary (Ghose, 2000), it is possible that globalization, by accentuating competition and speeding up restructuring to the detriment of industries employing low-skill workforces, has also played its part.

Stability in the spread of full-time salaries 

These trends nonetheless appears to be less pronounced in France than elsewhere. This should above all be interpreted in the light of the role played by the public authorities who, by setting a minimum wage, replace market mechanisms or collective bargaining systems for a significant and increasing fraction of employees in businesses in the commercial non-farming sector (11% in 1987, 14% in 2000, after a low point at 8% in 1993). The evolution in the minimum wage (SMIC) in parallel to the average wage over the entire period provides a de facto limit on wage inequalities at the lower end of the scale. For full-time employees in the private and semi-public sectors, the ratio of the net wage of the first decile to the median net wage (D1/D5) has remained stable, in the neighborhood of 0.625, since the mid-eighties. This means that salaries in the first decile (the tenth least well paid), amounting to € 850 net per month in 1999, have increased on average over 15 years at the same pace as the median salary (€ 1,350 net per month in 1999).

In addition, in France, and contrary to other countries, the spread is not increasing at the top end of the scale either, at least between the ninth decile and the median (graph 2).

Graph 2 - Developments in the spread of net wages and wage costs
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And yet France, like its main economic partners, has been subject to the pressures tending to increase the spread of wages as described above. Have the public authorities, by effectively preventing (at least in relative terms) salaries from falling at the lower end of the scale, not risked encouraging businesses to adjust quantities since they are unable to adjust compensation levels? Some commentators have asserted this (Majnoni d’Intignano, 1998). In fact, the significant reduction in employee contributions for wages around SMIC level initiated in 1993 and subsequently amplified, reduced employment costs (the net wage plus social security contributions) at the low end of the wage scale. The effect was to limit job losses for low-skilled workers. This meant that the range of labor costs broadened without any widening in the range of net salaries. 

In 1996, France was in the European average in terms of inequalities in hourly wages (net wage after withholdings)
:  Germany, Belgium and the Netherlands were slightly below average, and wage inequalities were significantly narrower in Northern European countries (Denmark, Austria, Finland and Sweden) and significantly wider in Southern Europe (Italy, Spain, Portugal and Greece) as well as in the United Kingdom and Ireland. Nevertheless, a similar global inequality level can mask different situations, since the spread can be greater at the top end of the scale (ratio D9/D5) than at the bottom (D5/D1), or vice versa. In the first case, state intervention limits the inequalities caused by the market at the lower end of the wage scale through the minimum wage or by lifting the burden of social security contributions, but the authorities cannot intervene at the upper end of the scale. This is the case in France. When, on the contrary, there is a greater spread at the lower end of the wage scale than the upper end, as is the case in Germany -- figures calculated for the Länder in the West only to avoid statistical bias -- it is market inequalities themselves that have been contained by negotiations between management and organized labor (wage levels controlled through collective bargaining agreements). The labor relations system in place in each country can therefore lead to fairly different results depending on whether it is based mainly on State action, which can only effectively influence the lower end of the scale, or based on collective agreements, which impact the full wage range. This is the case even if, in both cases, the clear intention is to prevent widening wage inequalities.

If we look at issues related to the minimum wage only, nine European Union nations currently possess a national legal provision, while the others (Germany, Austria, Denmark, Sweden and Finland) rely on measures negotiated by management and organized labor. From one country to the next, the range of gross minimum wages results in very different monthly wages. 

Graph 3 - Monthly minimum wages in the European Union
          in January 2001
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Source:  Eurostat, Minimum Wages in the European Union, 2001.

This wage level obviously must be weighted according to the proportion of employees in question. At the beginning of 2001, this proportion was very low in the Netherlands (2.2 % of employees) and in Spain (2.6 %), but reached 17 % in Luxembourg. In France, 13.6 % of employees were employed at SMIC level as of July 1, 2000, in the commercial non-farming sector.

The case of the United Kingdom clearly illustrates the importance of a minimum wage. Before 1999, there was no global minimum wage policy there. Only specific measures existed, set by Wage Councils, to determine minimum compensation levels per industry. However, these institutions never covered all fields of employment
 and, above all, their field of action shrank during the eighties. The last Wage Councils were eliminated in 1993. In 1994, the British government even denounced the ILO conventions on the minimum wage. Under these conditions, the first decile of wages, as assessed in the New Earnings Survey for 1983 through 1997, increased by less than 25 % in real terms compared with 30 % for the median, and 45 % for the last decile
. In 1997, when the Labor government decided to establish a national minimum wage as of April 1, 1999, the work of the preparatory commission for this reform (the Low Pay Commission) strongly emphasized the widespread phenomenon of very low wages and the breadth of wage inequalities in the United Kingdom. By setting a minimum wage level approximately 20 % lower than in France (at current exchange rates), 1.7 million employees (6.9 % of the total) were to be directly affected and were, on average, to benefit from a 30% pay rise. 

Wage differences  and gender
In France, for all full-time employees in the private and in the semi-public sectors, wage differences according to gender have decreased slightly over the period under study. In 1985, women's average annual net salary was 74 % of men's average annual net salary. In 1999, the figure was 80 %. There are similar differences across the board in European Union countries. In the manufacturing and service industries, women's average wages (including those who work part time) only reached or did not exceed 85 % of men's average salaries except in four countries in 1995 (Belgium, Denmark, Luxembourg and Sweden). For the whole of the European Union, the average difference reached 25 %. It was 33 % in Portugal and 12 % in Sweden (Clarke, 2001). We are observing a very slow though nonetheless real closing of the gap in most countries.

Nevertheless, a significant part of this gap corresponds to differences between the characteristics of male and female employment today. Men are more frequently in management categories and in the industrial sectors, whereas women tend to work in staff positions and in the services industry. The studies available (Meurs and Ponthieux, 1999, 2000) conclude that discrimination factors, all else being equal, account for a difference of approximately 6% between the salaries paid to the different genders. Discrimination linked to the market itself thus seems quite limited, at least on the surface.

However, it is not this difference, which is quite minimal on the whole, that is indicative of the most significant inequalities. The fact that women's careers are more frequently interrupted, that women more rarely have access to positions of responsibility, that they are more likely to be confined to part-time work against their wishes and that employers invest less in their training than for their male colleagues are the important factors. All these considerations combined lead to the preserving of a wide wage gap between the genders. It is important, of course, that equal work should command equal pay. But, from the very outset, it is certainly even more important that access to full-time work and training should be equal for all, as it is the inequalities in access to these things that combine to result in the wage differences that the figures highlight.

More personalized compensation?
If wage structures as a whole have not undergone deep-seated transformations, what of the methods of establishing compensation levels? These have undoubtedly become more varied, but less due to personalization of salaries, which has not increased significantly, than to the increasing number of companies that have set up employee participation or profit-sharing incentives or other employee savings schemes. These additions to compensation are often results-indexed, so are likely to vary significantly from one year to the next.

The number of wage agreements that allow for the possibility of total or partial personalization of pay increases has climbed, while, at the same time, those which allow for general increases only have proportionately declined:  72% of agreements in 1986 and 59% in 2000. Despite this, the practice of personalized raises in base salary has grown at a very moderate pace over the last ten years. In 1990, 52 % of employees working in companies with over ten employees were awarded raises that were wholly or partially personalized (Coutrot and Mabile, 1993) and 6% did not receive a pay rise; the rest (42%) were awarded general increases. In 1998, 58% of employees were awarded personalized raises, whereas 19% received none (Brizard, 2000). This slight escalation in the number of employees affected is a structural effect, almost entirely due to managerial employees, whose proportion is growing. Indeed, personalized raises are more widespread among managerial employees (for approximately two thirds of them) than for blue-collar workers, where only half obtain personalized increases, and these generally complement a general pay-rise agreement. Although personalized increases have become (slightly) more widespread, above all it is a lack of any salary adjustments that has become more frequent.

A second method of personalizing compensation is the use of bonuses added to the basic compensation. These bonuses can be linked to specific constraints associated with the job position, to individual performance levels (output, diligence, pace) or collective performance (assessed at a team, workshop or corporate level). According to the Acemo survey by the DARES (Directorate for Coordinating Research, Studies, and Statistics), these represent around 13% of all gains, with this proportion decreasing slightly during the nineties. The significance of these bonuses increases with the size of the company (in 1999, from less than 8% of companies having between 10 and 18 employees to over 16% for companies with 500 employees and over). 

A significant change during the nineties was the continued decrease in bonuses for seniority and those linked to the base salary (bonuses of an extra month's pay, end-of-year premium, children back to school, etc.) with a preference for bonuses linked to job position constraints (bonuses reflecting working hours, noise, risks, cold, etc.). 

The third method that differentiates salary levels is that of compensation linked to the company performance or through the establishment of employee savings schemes. Performance-related pay incentive schemes are optional incentive plans based on a company agreement that specifies the indicators that trigger payment of an incentive bonus, its amount, and its distribution among the employees concerned. The amounts distributed as part of this optional incentive scheme are not subject to social security contributions, but are subject to the General Social Contribution (CSG) and the Social Security Debt Repayment Contribution (CRDS); they are also exempt from income tax if paid into an employee savings plan
. In 1985, the measure was only just underway – there were 1,300 agreements covering 400,000 employees. In 1999, 3.6 million employees received incentive bonuses in the average amount of € 990. Profit sharing plans are compulsory schemes required of companies with more than 50 employees (since 1990; the threshold was 100 before that) making a profit of more than 5% of the amount of their shareholders' equity. It is optional for companies with less than 50 employees. Tax incentives encourage companies to increase their payments above the minimum required threshold. The number of employees concerned increased relatively little between 1988 (4.45 million) and 1999 (5.75 million). The average amount of the sums allocated in 1999 reached € 985. The sums paid are exempt from social security contributions, they must be frozen for five years (there are cases where they can be released in advance:  employee leaving the company, getting married, buying a first home, etc.) and they are totally tax-exempt (except for CSG and CRDS). Most of the amounts are placed in corporate mutual funds, which are generally integrated in the corporate savings plan (PEE), when there is one. Corporate savings plans aim to enable company employees to build a portfolio of securities. Incentive bonuses, profit-sharing amounts (if the profit-sharing agreement specifies this), voluntary payments by employees (sums are exempt from income tax with a threshold of a quarter of each employee's annual compensation) can be paid in, and the company can add contributions (these company contributions are exempt from social security contributions and can be deducted from corporate income tax). In 1999, over a quarter of employees concerned had access to a PEE, and corporate contributions, paid in two cases out of three, represented € 600 per recipient. Corporate savings plans were mainly used by large companies. The law dated February 19, 2001, which reformed employee savings schemes, created an inter-company savings plan (PEI) which enables SMEs to group together locally or within a profession to offer their employees the equivalent of a PEE at reduced cost. It also widens the horizon of savings plans (at least ten years) by creating a voluntary partnership employee savings plan (PPESV). 

Finally, stock-options are options to subscribe to or to buy company stock at a price agreed in advance, which can be exercised as the recipient wishes within a certain time frame. Stock-options are either used in companies that are growing to constitute deferred compensation, or to compensate directors and the company’s senior executives. This explains why only 1% of the 2.76 million employees of CAC 40 companies benefit from them.

These different forms of compensation reflect inequalities, as underlined by the report on employee savings schemes (Balligand and de Foucauld, 2000). They are more widespread in large companies than in small ones. The longest serving, oldest and highest paid employees are those who benefit the most from these schemes. Although incentive schemes and profit sharing have not as yet contributed to widening the range of compensation
, we should nonetheless note that their full or partial tax-exempt status enables the best paid fraction of those receiving this additional compensation to avoid being progressively taxed on their income (chapter V). Except for stock options, these schemes are not designed to increase compensation for top-performance employees only, but to introduce partial wage flexibility, by linking compensation to company earnings so that, at least in part, employee compensation is no longer a totally fixed cost for the enterprise.

fewer inequalities in the civil service

In 1999, the average net annual salary in the non military civil service was €  22,700 for tenured functionaries, i.e. 14 % higher than that posted in the private and semi-public sector (€ 20,000) for the same year. This is due to the average qualification structure (evaluated according to educational levels) which is quite significantly higher in the State civil service:  substantial weight of teaching and social service functions that almost always require staff with higher-education qualifications. 

Although the occupations may differ from those most frequently encountered in the private sector, career developments also plays a part -- promotion based on seniority is among the rules that govern the various civil service bodies, whereas this is not the case for a significant proportion of collective agreements in the private sector. In addition, in the civil service, promotion on merit accelerates promotion based on seniority, while it replaces it in the private sector, so much so that employee careers in the civil service progress faster on average than in the private sector. Finally, the complements on wages, paid either directly (benefits in kind, social benefits) or indirectly (pension, training, additional social protection, etc.) differ significantly between the two sectors thereby hindering direct comparison.

The spread of salaries (full-time only), measured using the inter-decile ratio (D9/D1) is in the range of 2.4 in the State civil service, compared with approximately 3 in the private and semi-public sector.

Table 1 - Differences in monthly salaries for tenured civil servants
	
	1991
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	1999

	D9/D1
	2.41
	2.39
	2.41
	2.37
	2.36
	2.40
	2.42
	2.39
	2.39


Scope:  tenured civil servants in non military state ministries, with positions in mainland France. Includes teaching in private schools under state contracts. Does not include public institutions such as La Poste and France Télécom.

Source:  State agents payroll files from 1991 and 1999.

Over and above temporary variations linked to the implementation of category plans (progressive integration of category D employees into category C, known as the Durafour reform between 1989 and 1997, upward category evaluation plans in teaching or in health), the spread of salaries in the state civil service remained extremely stable during the 1990s.

The median salary is higher in the public sector than in the private sector (€21,100 compared with €16,200). Employment surveys enable comparison of salaries declared by the full-time employees in the three arms of the civil service (and public housing authorities) and the private sector, and to take into account differences in levels of qualification, age, gender, and region to explain the differences (Fournier, 2001). In the provinces, women are better paid when they belong to the public sector, whether they have qualifications below or above high school level (Bac), whereas compensation is scarcely higher in Paris below secondary school level and much lower for those with higher qualifications. For men, compensation for those with few qualifications is slightly higher in the public sector, but outside of Paris. It is distinctly lower for those with higher education qualifications, whether in the provinces or, above all, in Paris. These initial results (established for mainland France only) would imply that the gender differences are less marked in the public sector (at least for the less qualified categories) and that additionally public sector management leads to a greater geographical homogeneity in the public sector than in the private sector.

Under-employment widens inequalities
Although the increase in the SMIC has contained salary inequalities for French employees over the last twenty or so years, it has not prevented inequalities in income from work from growing within society due to the rise in unemployment and in insufficient working hours. Insufficient working hours include imposed part-time work when the employee would prefer to work full-time and alternate periods of work and unemployment over the year. 

Previous analyses were carried out on the spread of salaries for people working full-time (which amounted to measuring the range of hourly wages). The panorama is very different
 if we take into account the developments in working hours, either on a monthly basis (part time) or over the year (short-term contracts). 

Taking into account the total wages paid during a month for actively employed wage earners, the part-time employees appear at the bottom of the range. Part-time employment has become much more frequent since 1992 (chapter III), a fact that has contributed to the broadening of the range of monthly salaries. In the first decile of net monthly salaries, the proportion of part-time employees is greater than 80% (chart 4); it is less than 10% in the third decile.

In the first decile, these jobs most frequently corresponded to employees who had not chosen to work only part-time. Imposed part-time
 employment accounts for one-third of part-time employees in the first decile, compared with a little over 10% for the median. 

Graph 4 - Share of part-time employment according to the decile 

of net monthly salary                                                 (in %)


[image: image18.wmf]0

20

40

60

80

10

0

199

0

199

2

199

4

199

6

199

8

200

0

1st 

decile

2nd 

decile

3rd 

decile

%


Scope:  all employees, excluding apprentices.

Sources:  INSEE Employment surveys; calculations by the CERC.

In addition to part-time work, short-term contracts (Fixed-term contract, temporary employment, subsidized employment) for which there is a significant risk that there will be interruptions during the year, are clearly over-represented in the first deciles. The second decile is the most affected, with 16.5% of short-term contracts in 2001 compared with 6% for the median (graph 5). 

Graph 5 - Share of short-term employment based on decile of 

net monthly salary                

            (in %)
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Scope:  all employees, excluding apprentices.

Sources:  INSEE Employment surveys; calculations by the CERC.

This prompts an accumulation of employees in part-time work, on the one hand, and under short-term contracts, on the other, at the bottom of the range of annual salaries. This explains why the spread of annual salaries earned rose at the bottom of the scale during the 1990s until 1997-1998 when, due to improvements in employment, the proportion of part-time jobs began to drop (in particular imposed part-time work) and, in parallel, the number of permanent jobs began to increase. For short-term contracts, the activity schedules over the year also improved – from March 1997 to March 2001, the yearly duration of employment increased by an average of 2 weeks for the first decile. The development of part-time employment or short-term contracts did not necessarily increase income inequalities. Indeed, the development of part-time jobs and short-term contracts partly contributed to limiting the growth of unemployment, and therefore tended to reduce income inequalities for the entire active population, if we include the unemployed among this population. 

Indeed, an analysis of the spread of income from work should also include those who are not simply underemployed but unemployed (benefits should be included in income from work
). Increased unemployment therefore increases the spread of income from work, and the total spread of income in the first deciles includes a large number of unemployed. 

Graph 6 - Evolution of the ratio D5/D1 for net salary
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Note:  annual salaries have been calculated according to the activity schedule and monthly salary declared at the date of the survey, assuming that the employee was paid this monthly salary for all the months they worked.

Scope:  all employees, excluding apprentices.

Sources:  INSEE Employment surveys; calculations by the CERC.
Therefore, controlling growth in inequalities of hourly wages (through the SMIC), although useful, was not able to prevent increasing inequalities in income from work:  for employees, unequal access to employment was the main factor implicated in the increase in inequalities, particularly at the beginning of the 1990s. This clearly does not mean that imposing a minimum wage, whether this is handled by agreements between management and organized labor or defined by the public authorities is ineffective, since the United Kingdom's experience demonstrates the breadth of the inequalities that can develop in the absence of a minimum wage.

A rise in the minimum wage can be prevented from damaging employment under certain conditions, if it is set at a moderate level and within an economy experiencing a phase of rapid growth. It can then reduce wage inequalities. The increases in the minimum wage under the Clinton administration corresponded to this model
. Nevertheless, the use of this instrument may not be exaggerated. Above a certain threshold, gains in purchasing power and social cohesion are beyond being canceled out by the reduced employment at the bottom end of the wage scale. As of that point, if the cost of labor at the minimum wage level becomes too high, raising the minimum wage does away with jobs and therefore exacerbates income inequalities for the whole of the active population (those who are in work but also the unemployed).

Instruments other than the minimum wage are needed then to fight income inequalities engendered by underemployment and, even more so, by unemployment. Two avenues can be explored. The first, for low-end wages, is to increase the net salary earned without increasing wage costs:  this is the avenue chosen with the easing of costs on low wages (as long as these cuts neither call into question the determination of the minimum wage nor the social protection of the employees concerned) and extended with the attempt to introduce a discount on the General Social Contribution, transformed into the premium for employment. This is also more or less the avenue followed in the United States with the Earned Income Tax Credit
 (Bontout, 2000). This avenue, though worth exploring, does not solve the problem of the widening gap in income from activity due to insufficient employment. The second avenue is more promising in this respect. Based on the minimum income provision (allowance granted at the full rate to those without income), it would decrease progressively as the underemployment of the person in question decreased. The discussion of the advantages and disadvantages of these approaches was included in the CERC’s first report. 

Significant differences in income for the self-employed
The self-employed are all those who, as their main activity, work for themselves or run a company (INSEE, 2001a). Directors of companies with fewer than 20 employees are also included in this category, as experience has shown that the legal framework of a company is often chosen for tax or social reasons judged to be more favorable by the employer, and not for economic reasons such as having greater capital at their disposal. We should remember, however, that those defined as self-employed in this way frequently have "family help" and that the income earned is for a larger amount of work than that actually performed by the self-employed entrepreneur. Thus in the farming sector, each business unit employs on average 1.45 full-time equivalents, i.e. family help equivalent to between 0.45 and 0.7 (INSEE, 2001a). The income taken into account below is, aside from exceptions, the net annual income, i.e. the gross annual income after subtracting costs that can be deducted for income tax purposes. 

Farmers
The reform of the Common Agricultural Policy (CAP) in 1992 considerably modified the rules in force, mainly for cereals, oilseeds, and high-protein oilseed crops. Subsidies, largely in the form of price guarantees, were replaced with a system of premiums per hectare cultivated, on the condition that land was left fallow if required. The drop in prices was thus compensated, on the whole, for the farmers concerned, while for breeders using cereals to feed their livestock, the drop in prices lowered their production costs. 

For commercial farms (520,000 farms in 1990 and only 385,000 in 2000), the current income before tax (from which the farmer's social security contributions are not deducted, which represented on average € 6,000 per farm) per unit of non-salaried farm work rose from an average of € 16,700 (2000 values) on average for 1989 to 1991 to € 17,000 on average for 1993-1994, and then to €21,000 on average from 1995 to 1997. This average current income has been decreasing for two years, however. In 2000, it amounted to only € 19,300, mainly due to the fall of revenues in the wine-growing industry.

Graph 7 - Net agricultural earnings per non-salaried active worker 

in real terms (a) 

    (index base 100 in 1995)
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(a) Deflated by the general price index.

Source:  INSEE, Farm Account Forecasts in 2001.

If we take into account all farms as a whole (including those not considered to be "commercial", whose number is dwindling considerably), net agricultural earnings per active worker in real terms
 (thus in purchasing power) increased by 50% between 1985 and 2000 (graph 7).

Over the last fifteen years, the net income (before social security contributions) of farmers (including family help) has increased considerably in terms of purchasing power, by about 50%. But, for many, this result reflects the drop in the number of farmers. 

For one, the increase in the area of remaining farming operations (by over one quarter over the period for commercial farms) had an effect on the incomes of the abiding farmers, and secondly, it has been above all the small farmers who have been disappearing thereby having a substantial arithmetic impact on average income growth.

This average progression nonetheless masks significant differences from one farm to the next. First of all, in terms of size. Over the 1995-1997 period (the most recent figures are not yet available), the current earnings before tax varied from € 7,600 per non-salaried unit of farming work in cereal farms of less than 24 hectares to € 54,500 in cereal farms of over 150 hectares, which is a difference of scale of 1 to 7. Without being as wide, the gap remains significant in other types of farms – from 1 to 4.5 for pork and poultry farms, depending on whether we look at small farms (less than 60 hectares in wheat-equivalent) or big farms (over 150 hectares in wheat-equivalent). The gap between small and large farms is narrowest in the dairy farming industry (2.4), probably due to the existence of dairy quotas, which have limited the capacity for growth of the largest farms. It was not possible to avoid the disappearance of the smallest farms due to lack of successors or because the business closed down, as in other branches of the farming industry. 

But the inequalities between farms also depend on the farms’ main orientation. Based on a 100 index representing the three-year average for all commercial farms, the relative differences per type of farming were as follows: 

Table 2 - Net farm business income per unit of non-salaried farm work
                             

               (100 = three-year average)

	
	1990-1991-1992
	1999-2000-2001 (est.)

	Cereals, oilseeds, high-protein oilseeds
	125
	 93

	Vegetables and flowers
	 90
	162

	Controlled appellation wines
	204
	221

	Other wines
	144
	125

	Fruit growing
	133
	112

	Dairy Cattle-
	 69
	 71

	Beef Cattle
	 73
	 75

	Sheep and other herbivores
	 61
	 45

	Landless production (poultry and pork)
	165
	151

	Mixed farming
	113
	131

	All commercial farms
	100
	100


Source:  SCEES (National Surveys and Statistical Studies Service), agriculture accounts.

The drop in beef and lamb consumption due to public health concerns has affected the income of breeders, and it is difficult to evaluate the extent to which State aid has compensated for the drop in prices and the drop in volumes sold. According to farming account estimates in 2001, the drop was sharpest for sheep breeders. Because of this, the variances in net income between the different types of production have been accentuated over the decade, from 1 to 3.3 at the start and rising from 1 to 4.9 at the end of the decade (table 2).

Income of other self-employed categories

In 1998, the net income earned by doctors from their professional activity
 (before tax, but after payment of professional expenses, including social security contributions) varied from € 47,300 per year on average for a pediatrician to € 151,200 for a radiologist, which is a gap of 1 to 3.2 depending on the specialization. The average net income is € 63,500, and general physicians’ income was € 51,000 (Audric, 2001a). But the differences are not negligible within each specialization, which accentuates the real spread. Thus, in most specializations, the inter-quartile variation (Q3/Q1) is between 3.5 and 2.5, but it climbs to 4.8 for surgeons (the first quartile being under € 29,300 net income, i.e. figures similar to those for the first quartile of pediatricians (€ 26,530), whereas the third quartile is at € 139,900 euro, i.e. twice the amount of the third quartile of pediatricians -- € 64,000). Self-employed doctors therefore show a considerable spread in net income.

The same is true for craftsmen, and the services and commercial sector. In 1997 (the last year for which figures are available), the current net income before tax of self-employed taxi drivers or coach operators was € 10,800, that of grocers (who almost always belong to a purchasing group enabling them to come under a well-known chain outlet) was € 13,800, whereas at the other end of the scale, pharmacists recorded net income of € 75,500, i.e. a difference in scale of 1 to 7 between the categories at both ends of the spectrum (INSEE, 2000). Here again, the effect of the size of the business, which can be measured according to the number of employees, is significant. So, for a passenger transport operator (taxi or coach) with no employees, the current income was € 10,000 per year, whereas road transport operators employing between 1 and 19 people earned a current income of € 18,500. This difference of 1 to 1.8 or 2 is found in almost all self-employed service and commercial professions, the main exceptions being business services professionals (legal or accounting services, engineering, architecture, market research, etc.) where, between the professionals with no employees (current income € 24,100) and those with one or more employees (€ 63,100), the difference is a factor of 1 to 2.6, whereas, on the contrary, it is in freight road transport that the difference is the narrowest -- € 16,000 current income for professionals without employees and € 22,600 for those with 1 to 19 employees, i.e. a difference of 1 to 1.4. Economies of scale contribute strongly to the increased spread in income for this type of self-employed profession.

It should be noted, however, that, unlike professional doctors and farmers, those self-employed in the commercial, craft and services sectors have seen their purchasing power decline overall since the beginning of the 1990s. Whereas farmers experienced an average increase of 1.7% per year between 1990 and 2000 (though this was partly due to composition), self-employed doctors an increase of 1.1% per year (1991-1997), self-employed professionals in the commercial, trade and services sectors between 1991 and 1997 saw the purchasing power of their current income decline on average by 3.2% per year (INSEE, 2000). 

Ch. 5 - THE TOTAL TAX AND SOCIAL SECURITY BURDEN

Chapter highlights

· The high level of total tax and social security contributions in France broadly reflects the decision to provide some community services (health, education) in a socialized manner, such as the development of a compulsory retirement system.

· Along with Germany, France remains one of the European countries where the fraction of direct tax levied on income is low, despite the correction introduced by increases in income tax intended to finance social welfare (CSG, CRDS) to replace contributions levied on earned income.

· With the exception of financing social welfare, French direct taxation has varied only slightly. It remains distinctive by its extreme complexity, associated with the multitude of tax relief provisions, particularly as to taxation on investment income and tax expenditures intended to orient savings. This restricts taxation’s redistributive nature, but also leads to marginal taxation rates that seem to be very high, and may set off tax competition risks within Europe.

TOTAL TAXES AND SOCIAL CONTRIBUTIONS IN EUROPE

The high level of total tax and social security contributions (direct and indirect taxation and social welfare contributions) is above all the result of decisions made by each society concerning the type and level of goods and services that will be provided by the community (e.g. education) and social welfare
. It is thus not astonishing that the ratio of total tax and social security contributions in relation to the GDP (the total tax and social security contribution rates) is higher in Europe than in the United States where, for instance, a large fraction of education expenditures, particularly higher education, is directly supported by households
, where financing for retirement is mainly supported by pension funds fed by households or companies, where health insurance is mainly private (individual insurance or insurance subscribed to by companies on behalf of their employees – or at least for the more permanent employees).

Table 1 - The total compulsory contribution rates for 2000                (in % GDP)

	Sweden
	Denmark
	Belgium
	France
	Finland


	Austria
	Germany
	Italy
	Luxembourg
	Europe
	Netherlands
	Greece
	Portugal
	United Kingdom
	Spain
	Ireland
	United States

	52.4
	50.1
	47
	46.2
	45.2
	45
	43.2
	43.1
	42.8
	42.5
	41.2
	40.0
	38.0
	38.0
	35.4
	31.8
	29.0


Source:  National Accounts according to Sec 95 in "L'économie de l'Union: bilan de 2000", Économie Européenne: n°. 71" (The Union Economy:  balance sheet for the year 2000).

Neither is it astonishing that the Northern countries that provide extensive social welfare (Sweden, Denmark) feature higher total tax and social security contribution rates than the Southern countries (Greece, Portugal, Spain). The United Kingdom, which calls widely on optional funded pension plans and where government supported unemployment compensation is low, also chalks up a low total tax and social security contribution rate
.

These government decisions are not without repercussions in terms of social inequality:  private education financing or health expenditures runs the risk of reproducing and therefore of emphasizing income inequalities
 in these areas. The redistributive effect specific to total tax and social security contributions that is a function of its steady progressive nature is added to this rarely analyzed component of total compulsory contributions in reducing inequality.

The extent to which these contributions may be used as a tool to reduce income inequality is not unrestricted. In an economic area that provides for the free establishment of companies and the free circulation of capital and people, a territory's attractiveness will depend on the quality of its accessible collective capital equipment, but conversely, it may suffer under the weight and framework of total compulsory contributions. In some ways, Europe introduces a convergence and competition rationale into play between member countries.

The limited importance of direct taxation

Fifteen years ago in France, the total tax and social security contributions had very little to do with direct taxation levied on income (or on assets) but more with indirect taxes and social welfare charges levied on earned income or substitution income. This feature distanced the French structure from a number of its neighbors. The creation and increases in direct tax levies (CSG and CRDS) during the nineties to replace social welfare charges (see inset) went some way to reducing this difference. Nonetheless, France, as well as Germany, remains one of the countries where the fraction of direct taxation is lowest.

Graph 1 – Total 2000 tax structure and social security contributions rates 
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Source:  National Accounts according to Sec 95 in "L'économie de l'Union : bilan de 2000", Économie Européenne: n°. 71" (The Union Economy:  balance sheet for the year 2000).

Both the structure and amount of total tax and social security contributions are equally important in their impact on directing demand (relative price structure) or production modes (labor costs). In order to analyze total tax and social security contributions from the standpoint of their economic repercussions, international organizations are attempting to establish the tax rates individually applied to earned income, consumption, and to capital independently of their legal or institutional modalities.

The definition of tax levy indicators

Two rates may be defined for each type of tax basis (earned income, investment income, consumption), the implicit rate and the effective rate:  the implicit tax rate applied to salaried employment aggregates the sum of social welfare charges and direct taxation levied on earned income versus the total wage costs (gross salary + bonuses + employer's social welfare charges); the effective rate aggregates the sum of social welfare charges and direct taxation levied on earned income versus the net wage.

Although the concept is simple, its implementation gives rise to a multitude of difficulties in order to obtain comparable data from one country to another. Which part of total tax and social security contributions should be considered as pertaining to investment income, earned income or consumption? How should the base be defined? For income tax purposes, for instance, how should a fraction be allocated to earned income and a fraction to investment income? The difficulties pertaining to tax levies on investment income are particularly extensive. In general, taxes on investment income (e.g. corporate tax, General Social Contribution (CSG) levied on investment income, the share of income tax on such incomes, property tax, etc.) are aggregated to the economy's operating surplus; Questions arise, however, when dealing with the dual nature of self-employment income since it is both earned income and investment income. According to studies, it is entirely incorporated into the economy's gross operating surplus or broken down partly into earned and partly into investment income. 

The OECD and the European Commission departments draw up or use the work undertaken by a number of teams. The economic and financial report, associated with the draft finance law 2002, extended published calculations for France up to the year 1997 (Eurostat, 2000d). For the purposes of this publication which attempts to situate France in its European context, it was necessary to go beyond that date for all the nations. Indeed, significant changes took place abroad that place French variations into context. It was therefore necessary to make use of a source available within the Commission's services (Martinez-Mongay, 2000) which, by making use of more synthesized data, proposes evaluations that go up as far as the most recent years. We endeavored to ensure that information presented through this source did not differ from the conclusions drawn from the various studies covering the common past.

Overall, the rate levied on earned income is clearly greater (by about 15 percentage points) in Europe than in the United States. This increased over the long term in most of Europe and in the United States and Japan. Levies on earned income, in fact, constituted the main resource mobilized in order to meet the growing social welfare expenditure. During the nineties, reforms that had repercussions on the amount of social welfare or its financing methods led to a stabilization, or even a decrease, in the rate levied on earned income. This is the situation in France due to the decrease in social contributions levied on low salaries and the implementation of the CSG and CRDS that apply both to earned income, substitution income and investment income. The effective rate levied on earned income is in general higher in Northern European countries (Sweden, Denmark, Finland) or Central European countries (Belgium, Germany, Austria) and in France than it is in Southern European countries (Spain, Italy, Portugal) or the British Isles.
In the United Kingdom, the trend has been slackening since the beginning of the Thatcher government, while in Ireland the downward trend dates to the middle of the eighties. A very marked variation in the same direction should also be noted for the Netherlands since the beginning of the nineties. Overall, despite the effort to reduce taxes on earned income in France, the deviation noted between France and the other member countries of the European Union has varied very little
The effective consumption tax rates
 in Europe are higher than in other OECD countries. This situation not only reflects the higher level of total tax and social security contributions, but also a taxation structure that relies more heavily on indirect taxation (particularly through VAT) than on direct taxation. European countries followed a trend to significantly increase their effective consumption tax rates (frequently by increasing environmental taxes) during the last years. A relatively high rate is practiced in France, less than in Sweden or Denmark, but higher than in Germany, the United Kingdom, the Netherlands or Spain. The increase in VAT rates, particularly in 1995, contributed to an increase in the relative rate in France. Tax on consumption has been following a downward trend in France since 1997 and an upward trend in the case of other European countries, thereby significantly reducing the gaps (graph 2). 

Graph 2 – Variation between the effective tax rate in France and

                  in the Europe of fifteen countries.
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Note:  the effective tax rate applied to earned income was two percentage points higher than the average tax rate in the Economic and Monetary Union in 1980; this deviation grew to four percentage points in 2000.

Source:  C. Martinez-Mongay, ECFIN's effective tax rates, European Commission, 2000.
The investment income tax rates are even trickier to measure and variations have been noted among the various studies available. It appears, however, that the tax contribution rates are lower in Europe (except in the United Kingdom) than in the other OECD zones
. 

This mainly results from limited taxation bases because some products are exempt from taxation while the value of other taxable assets is marked down, as opposed to the apparent taxation rates (Journard, 2001). The rates applied to savings instruments are relatively low and tend to converge, frequently encouraging investments in housing or savings/retirement plans.

MutationS IN social CONTRIBUTIONS

In France, total tax and social security contributions evolved above all to respond to the increasing expenditures on social welfare and the gradual broadening of its scope that prompted a transformation in its sources of financing.

Levies for the benefit of social welfare administrations rose from 19.2 % in 1985 to 21.4 % in 2000; this entailed an increase in total compulsory tax and social security contributions. The effective tax rate benefiting the government decreased between 1985 (19.4 %) and 2000 (17.9 %). This partly reflects the gradual transfer of competencies to local authorities, whose effective tax rate rose from 4.3 % to 5.2 % over this period. In total, however, the tax rate benefiting the government and local authorities together is quite stable over the whole period; for all the central and local government administrations combined, the contribution rate
 (after transfers of revenues among administrations) was 23.7 % in 1985 and 22.7 % in 1991-1992.

It even decreased further between 1992 and 1994 because of the stagnation in business and household income caused by the economic recession. The period of substantial increase between 1995 and 1997 was associated with the requirements to meet Maastricht criteria. The rate even rose to as much as 24.1 % in 1999 (inverse effect of improving revenue with the economic upturn) before dropping back to 23.1 % in 2000 (reduction for local government administrations associated with the electoral timetable and a decrease in income tax and corporate tax).

Graph 3 – Tax burden 
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Source: INSEE, national accounts.

More financing through direct taxation 

A significant transformation in the financing structure of social welfare accompanies that portion of its growth considered to be solidarity (as opposed to those elements more related to the insurance domain) and its broadened scope to include all residents (chapter VI).

Traditionally, the Government or local authorities finance most solidarity expenditure (basic guaranteed income, specific solidarity benefits, benefits paid to handicapped adults, departmental social benefit, benefits paid to dependent persons, universal health coverage). The Government also partly finances housing benefits. Furthermore, it contributes to compensating some unbalanced social welfare and security systems (agricultural for example through the agricultural social security benefits via the BAPSA).

Over the past fifteen years, two major transformations occurred:  the easing of social contributions on low wages, for one, and secondly, the introduction of the CSG and CRDS.

In 1993, within the context of a project to achieve full tax funding of family allowances, the government headed by E. Balladur did away with employer's social contributions on wages under 1.1 the minimum wage and reduced these by half on wages up to 1.2 the minimum wage (these thresholds rose to 1.2 and 1.3 times the minimum wage respectively on the January 1st, 1995). This project was not concluded but merged with a policy to lower employer's social contributions on low salaries designed, in terms of payroll costs, to compensate the increases in the minimum wage (July 1995) and, more generally, to promote the demand for low-skilled work, with resulting revenue losses being compensated by the government. Other decreases associated with targeted employment policies were added to this general relief. There was thus a gradual shifting from budget-based resources, and thus in tax- revenues, towards social welfare contributions. The exemptions compensated by the government in 1998 amounted to some € 10.9 billion, i.e. 0.8 % of GDP.
In addition, certain tax revenues were allocated to funding social welfare, including duties and taxes levied on alcohol, on tobacco, car insurance, pharmaceutical distributors or the pharmaceutical industry. The creation of income tax allocated to social welfare in order to replace social welfare contributions or avoid increasing them constituted the most significant innovation. Such earmarked taxes and contributions grew from financing only 3 % of social welfare expenditures to almost 19 % in 2000.

In 1983-1984, and again in 1987, two successive 1 % levies on interest from securities subject to income tax or levies at the source were introduced; in 1998, these were replaced by a single 2 % assessment applied to a broadened base (that of the CSG).

In particular, the law dated December 28th, 1990, inaugurated the “generalized social contribution” (CSG) with a dual objective:  to establish a new equilibrium between taxes on earned income and taxes on other income in order to promote employment, one hand, and to take the broadening scope of social welfare into account, on the other. If social welfare was no longer to be dependent on activity (current or past) but on the place of residence alone, then all income should quite normally contribute to it.

According to legislation, the CSG comprises three contributions that were originally set at the same rate (1.1 %) and levied respectively on earned income or substitution income, investment income subject to direct tax assessment, and investment revenues subject to tax deduction at the source. All tax-exempt income initially escaped the CSG (family allowance, tax-free investment income, etc.). The CSG rate rose from 1.1 % at its creation, to 2.4 % on July 1st, 1995, and then to 3.4 % in 1997 and 7.5 % in 1998; it was levied on earned income and every type of investment income (substitution income was taxed at a rate of 6.2 %, thereby fragmenting the tax rate). A reduction in the social welfare contributions paid by wage earners and non-wage earners offset the creation of the CSG and its subsequent rate increases, except in 1993.
The "social debt repayment contribution” (CRDS) was instituted on the July 1st, 1996, at a rate of 0.5 %. Its basis was broader than that of CSG at the time, particularly as concerns certain tax-free interest from security instruments (the PEA equity savings plan, the PEP popular savings schemes, life insurance, house-buyers’ savings schemes, and save-as-you-earn schemes) but also certain family allowances; the main types of income not subject to the CRDS are interests earned on the savings booklets or on Codevi (industrial development schemes) on one hand, or on various social minima on the other. 

In 1997, the basis of the CSG came closer to that of the CRDS (with the exception of family allowance that remained outside its scope). The extension therefore especially concerned the inclusion of investment income that had heretofore been exempt from tax.
Graph 4 – Share of direct households taxes & social contributions in GDP
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Sources:  national accounts and government accounting.

Note:  the variation between the Income Tax received through direct tax (source:  CP) and the income tax series (source:  national accounts) is mainly due to the CSG and CRDS. The total tax curve is the sum of income taxes along with “other current taxes,” including local authority taxes in particular (property taxes and the furnished house tax) and taxes levied on investment income (source:  national accounts). Capital taxes (transfer tax and tax on wealth) represent a small fraction (0.2 % of GDP in 1978; 0.5 % in 2000).
Direct taxation for the benefit of social welfare strongly modified the income tax landscape. In 1992, the CSG brought in € 6 billion compared to approximately € 47 billion from income tax; in 2000, the CSG and CRDS combined accounted for € 62 billion and income tax € 52 billion.
This transformation in the social welfare financing structure – decrease in social welfare contributions and increase in tax revenues – was common to numerous European countries (particularly Italy, Germany, and the United Kingdom) during the nineties and this process was most significant in France. Conversely, countries with a strong “Beveridgian” tradition (i.e. where social security is not linked to the profession of a "beneficiary" but universal, only conditioned by residency) such as Denmark and Sweden, which called upon significant tax and budgetary financing, tended to increase contributions levied on wage earners. 

The progressiveness of social contributions
Here again, this also corresponds to one of the most significant transformations seen over the last 15 years in particular. Originally viewed from an insurance standpoint, social contributions clearly decreased as a function of income. Since then, we have shifted to a clear and progressive increase in social contributions.


- In 1970, employee and employer social welfare contributions represented 31 % of the wage cost up to the social security ceiling (equal to approximately 2.5 times the minimum wage), amounting to 23 % for a manager paid 5 times the minimum wage and 19 % in the case of 8 times the minimum wage.


- In 1985, corresponding figures were 39 % of the wage cost up to the ceiling (approximately twice the minimum wage), 34 % for 5 times the minimum wage and 33 % for 8 times the minimum wage. 


- In 1992, while on the verge of easing of contributions on low wages, the figures had grown even closer at 41 % up to the ceiling (twice the minimum wage), then 38 % and 37 % at 5 and 8 times the minimum wage.


- In 1999, just prior to the easing in contributions linked to the law on the reduction in working time, contributions corresponded to 34 % of the wage cost on the minimum wage, 37 % at 1.3 times the minimum wage, then 39 % up to the ceiling (approximately twice the minimum wage) and 38 % at 5 or 8 times the minimum wage.
The steady progress zone that extended up to 1.3 times the minimum wage in 1999 covered approximately 32 % of full time wage earners and 56 % of part-time wage earners. With the law on the reduction in working time, the steady progress zone was extended and reinforced up to approximately 1.8 times the minimum wage if the company agreed to implement a 35-hours week, thereby being potentially applicable to two thirds of wage earners.
The introduction of the CSG , the CRDS, and a 2 % levy on investment income represented another factor that strengthened the progressive role of social contributions. This effect was not a steady progression inherent to tax, but resulted from the fact that a portion of investment income within overall income increases with the latter. By partly replacing an assessment based only on earned income or substitution income with a tax that is also levied on investment income, the progressiveness of the tax is increased. In 2000, the revenues generated by the CSG and CRDS levied on all investment income and the 2 % levied on transferable securities in particular came to about € 9 billion. 

GENERAL TAXATION HAS CHANGED LITTLE 

When analyzed from the income redistribution stance, the taxation regarding households, aside from social security contributions, has only undergone minor variations. The weight of indirect tax is significant, whereas general taxes usually decrease progressively as a function of income, whether it is a question of VAT, energy tax, or taxes levied on alcohol or tobacco (INSEE, 1997a). 

Similarly, the local authority taxation (furnished house tax) decreases slightly as a function of income (with the exception of very low living standards to which exemptions may apply).

Direct government taxation includes two main components:  income tax collected by assessment and deduction at the source on income from transferable securities. The redistributive nature of direct government taxation results from the progressive tax rates levied on income but also, very significantly, the actual tax bases upon which these contributions are levied which are extremely reduced because of the tax- free nature of certain so-called “tax exempt” investment income or those which, for households who select this option, are taxed at the source. The effects of tax relief that generally concerns investment income or returns on other assets is added to this.

Tax deduction at standard rate on transferable securities income 

Fixed-rate investment income may give rise to a tax deduction at standard rate. Generally, taxpayers subject to this tax may opt to incorporate this income into their general taxable income by direct tax or by deduction at the source. This choice is made based on the tax rate withheld at the source compared to the marginal tax rate associated with direct tax that offers the possibility of personal exemptions. The deduction at source protects a fraction of investment income from the elevated marginal tax rate on high-income brackets. However, its yield has decreased significantly from € 5.2 billion in 1985 to only € 1.7 billion in 2000, thus dropping to a current value similar to that of 1978. The rates of tax deductions at the source (associated with each investment product) were reduced accompanying the decrease in nominal interest rates and therefore fixed-rate instrument income. The reduction in the withholding tax is also a result of the development of "funding" instruments, mutual funds and “Sicav” equity-based investment funds), to the detriment of bond-based or money-unit “Sicav.” Income from the first may be reinvested without being subject to immediate taxation (capital gains on shares when they are transferred are taxed later with income tax), while the second are subject to immediate withholding.
Income tax collected by assessment 

Income tax collected by assessment was in the region of slightly more than € 52 billion in 2000. It has only increased by 16 % since 1985 (constant monetary unit) but after an extremely contrasting evolution:  an increase of 19 % between 1985 and 1991, a decrease of more than 15 % between 1991 and 1997, and an increase of 14 % between 1997 and 2000.

Other than variations in income explaining the strong growth at the end of the eighties or that posted since 1997, income tax variations depend on numerous factors:

· Tax scale modifications:  there were four between 1985 and 2000 without taking those of 2001 encompassing income for the year 2000 into consideration;

· tax reductions or rebates that multiplied significantly up to 1997; 

· the transformation in income received, particularly income from savings, with a marked shift towards tax-exempt products.

The revised tax-rate schedule led to a significant reduction in average tax rates (and marginal rates) levied on the highest incomes (graph 5). The two major phases were the result of the 1985 finance laws (1984 income taxation) and 1997 (1996 income). The tax rate revisions in the 2001 finance law led to a more homogeneous rate reduction across the entire income scale.

Graph 5 – Average income tax rate for the year (per unit)
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Source:  CERC calculations.

Income tax is a highly concentrated tax. Out of all income declared in 1986, approximately 13.3 million tax households
 were taxed of the approximately 25.5 million tax households that filed a declaration. Concerning income accrued in 1998, 17 million tax households paid tax out of a total of approximately 32 million households who filed tax declarations. The 10 % of tax households that declared the highest taxable incomes in 1987 had 32 % in total taxable income and paid 65 % of Income Tax. For 1997 income, these same 10 % had acquired 34 % of income and paid 65 % of the tax (source:  the French Internal Revenue Service, quoted from the Conseil des impôts Tax Council reports).

However, there is a large gap between income actually received and taxable income, particularly because of the significance of tax-exempt investment income and income subject to withholding. Thus, the Tax Council report concerning taxes on investment income, in 1999, emphasized that "by developing special exceptions, the taxation of savings income has now arrived at something of a paradox at the social level:  it is the households that have a high savings capacity which are in a position, through aggregation, to profit the most from these exonerations."

The Council indicated, for instance, that a couple making use of all tax-exempt instruments (Booklet A savings accounts, Codevi savings for industrial development, PEA equity savings plans, PEP popular savings schemes, and PEL housing savings) could invest a capital of € 0.5 million and receive up to € 24,000 annually that avoided income tax
. Furthermore, this is not an extreme example since the ceiling only places restrictions on households' direct payments, whereas the reinvestment of returns may far exceed this ceiling.

In addition to this fully tax-exempt investment instrument and up until the reforms introduced by the finance Law for 1998
, income generated by life insurance policies was exempt from tax subject to the condition that the policy be held for a minimum of six years (policies taken out between 1983 and 1989) or eight years as of 1990.
In total (estimates on 1996 income provided in the 1999 report issued by the Tax Council), total interest income was estimated by the French government accounting office at € 80 billion, with € 41 billion being outside the scope of taxation by assessment or deduction at source and 23 billion within it
. 
Among the income outside the tax scope, the interest from “A booklet” saving accounts, “Blue booklet” savings accounts, Youth savings booklets, Codevi, popular savings booklets, amounting to close to € 7 billion, was also exempt from social security contributions (CSG, CRDS, and 2 %). Housing-savings schemes (almost € 12 billion), life insurance (€ 22 billion), and personal equity plans (€ 1 billion) were only subject to social security contributions.
For income that comes within the scope of tax by assessment or withholding, almost € 10 billion was subject to deduction at the source and almost € 14 billion to income tax by assessment. Of the latter, a fraction of bond yields (€ 1.7 billion) was not subject to tax due to the tax exemption of FF 8,000/16,000 and this same amount was not subject to tax; lastly income tax by assessment was actually paid on € 10.3 billion.
These tax-exempt instruments are highly concentrated in the high-income brackets. Households that possess significant assets make enormous use of “A booklet” or “Blue booklet” savings accounts as well as all other savings accounts:  for all asset brackets over € 76,200, the percentage holding “A booklet” or “Blue booklet” savings accounts is over 67 % (and 85 % for all special savings accounts), while for asset brackets under € 15,240 the percentage holding “A or Blue booklet” savings accounts is between 40 and 62 % (and between 58 and 83 % for all the special savings accounts). Similarly, for the housing-savings schemes, the percentage investing in these savings schemes or plans is approximately 40 % for the asset bracket between € 15,240 and € 107,000 Euro and over 59 % for the asset bracket over € 152,400. In fact, the most popular reason households give for subscribing to housing-savings plans and accounts is that they wish to make a good investment, while the intention to buy is only secondary.

Tax expenditures 

In order to orient savings into instruments that lawmakers wish to encourage, numerous measures are regularly implemented in the form of tax relief on taxable income or tax reductions, usually grouped under the heading "tax expenditures" (since these comprise reductions in government revenue).
Successive reports drafted by the Tax Council (as well as the report by the Ducamin committee) emphasized that the numerous tax exemption measures or tax reduction provisions had not proved to be economically effective, while at the same entailing possible pernicious effects on savings orientations, and that they contributed to the difficulty in clearly distinguishing taxes.
These measures, theoretically open to everyone, only actually benefit a minority of tax households, generally those with the highest incomes. Thus, for 1997 income, combined tax reductions would appear to have been in the neighborhood of € 5 billion, of which more than half were to the benefit of the last decile of gross income declared. The Tax Council emphasizes that "if we only consider the general income reductions intended  to orient savings, we even note that these measures are concentrated on the last centile of the population. These instruments thus attenuate the severity of the tax schedule for the highest incomes.” As an example, the Tax Council provided the case of the tax relief granted on overseas investments (the so-called Pons law):  on 1997 income, there were € 72 million in allowable expenses, of which almost 90 % were to the benefit of 1,000 tax households in the last decile in Metropolitan France, and € 76 million in tax reductions of which 90 % benefited almost 11,000 tax households in the last decile of declared income.

Convergence and competition within Europe
All that falls within the scope of taxation, or more broadly, the definition of the total tax burden comes largely under individual national jurisdiction in the European Union. Nevertheless, certain factors are prompting convergence, either to support common or at least harmonized policies, or to limit the risks of tax competition particularly as concerns the most mobile production factors:  highly-skilled work and capital.
Where taxes on goods or on consumption are concerned, the standardizing efforts initially concentrated on VAT. Significant progress has already been made in this respect:  since 1993, the taxation rates on luxury goods have been eliminated, a standard fixed rate minimum has been set at 15 %, two reduced rates may exist in certain countries and nil rates may be applied to certain goods. Even if they are limited, VAT rate variances as well as, for the moment, taxation at the point of consumption rather than at the point of production means that some risks of competition distortion still exist, reinforced by the ease with which prices may be directly compared in euros and by the development of e-commerce and the significant risk of tax evasion (Journard, 2001). In addition, convergence applicable to the energy tax has been launched within the environmental protection framework.
The transformation in social security contributions has gone some way towards reconciling the French tax and social security contribution structure with that of numerous European countries.

This convergence originates less from a deliberate policy than from a response to common problems (general need to moderate taxes and levies on earned income, but also in a targeted fashion on low-skilled jobs)
Two problems arise:  taxes on highly-skilled and more mobile earned income and taxes on investment income. These two areas are only partly isolated as, in fact, and particularly as concerns the best paid jobs, a fraction of compensation which may be quite significant is paid in a non-wage form that is both less costly for the company and less taxed for the employee:  pay-as-you-earn savings schemes (Ducamin, 1996; Balligand and de Foucauld, 2000) or fringe benefits in kind whose real value amount is understated for tax purposes.

Furthermore, the situation is complicated as taxation is partly levied by increments while household size is not the same in all European countries.

With respect to the assessment on earned income, it is possible to conduct an initial evaluation by analyzing taxes on earned income, by taking social contributions into account (employee and employer charges) and income tax, for typical cases. Data provided by the OECD (OECD, 2000) enables a comparison of the contribution rates and tax rates for a wage earner getting 5/3 of the average worker wage in industry. Variations thus noted do not concern the higher wage earner distribution but more that of the center range.
Table 2 – Social contribution rate (employer and employee) and income tax    (in % of salary cost)
	Year 1999
	Austria
	Belgium
	Denmark
	Finland
	France
	Germany
	Greece
	Ireland
	Italy
	Luxembourg
	Netherlands
	Portugal
	Spain
	Sweden
	United Kingdom

	Social contributions
	45.4
	45.2
	10.7
	31.9
	46.3
	34.8
	40.4
	16.8
	40.9
	25.6
	25.3
	32.6
	35.7
	37.3
	17.3

	Income tax
	13.1
	25.8
	41.1
	26.6
	13.8
	24.1
	5.7
	26.8
	18.3
	18.9
	19.7
	10.7
	12.9
	26.1
	17.2

	Total
	58.4
	71.0
	51.8
	58.5
	60.1
	58.8
	46.1
	43.6
	59.3
	44.5
	45.0
	43.3
	48.6
	63.4
	34.5


Note:  the calculation is conducted for a wage level equal to 5/3 of the average salary earned by a worker in the manufacturing industry in each country.

Source:  OECD. 2000
The global social contribution rate is significantly higher in France than in several of its European neighbors. If this rate variance is not compensated for by direct taxation (certain countries, such as Denmark, finance their social welfare and social systems in this manner as we know), there is a risk of tax competition (unless taking into account that the levels of compensation provided by community services are different). The variances calculated in this example for a single person without children are reduced:  the contribution rate in France is significantly lower than in Belgium and is similar to that of Austria, Finland, Italy, Germany and Sweden. The variations in contribution rates are significant compared to Portugal, Spain, Greece, and also Ireland and the United Kingdom. Compensation in these countries by way of social welfare or services provided by the community is less developed than in France, though. This variance is quite perceptible compared to the Netherlands or Luxembourg where problems of social coverage are not as prevalent as in France. 

What can be inferred from these results at higher salary levels? Where social welfare contributions are concerned, the rates taper slightly in France as the wage scale rises; such diminishing rates are more marked in some countries, particularly Germany, the United Kingdom, Ireland, and Spain, often as a function of ceiling mechanisms. With respect to income tax, one should not focus only on the single consideration of a maximum marginal income tax rate, but rather consider an average taxation rate at high income levels. In fact, if taxation has an influence on the potential decision to relocate, it is this last component that might play a part.

In its 2000 Report, the Tax Council presents (Appendix 8. source:  Forecasting Directorate) the average income tax level (plus the CSG and the CRDS in the case of France) in various countries based on income level. An employee in the 10th French income decile bracket pays approximately the same amount of tax (approximately 30 %) as in Germany, Italy, and the Netherlands; this is less than in Belgium (approximately 40 %), but more than in Spain and in the United Kingdom (approximately 20 %).

It would indeed seem that there is a risk of tax competition within European countries for high salaries, particularly from the United Kingdom, Spain and the Netherlands (and undoubtedly from Ireland as well).

With respect to taxation on investment income, a comparison is only possible using “typical cases” (although it is very difficult to take into account the effects of the different contribution rates, including the nil rate in France for certain types of investment income). It is currently impossible to assess taxes covering investment income directly because of the lack of knowledge, both in France and abroad, about the level and composition of investment income.

The Tax Council conducted comparisons of typical situations in the case of dividends in its 1999 report. In a first example, the Council estimated the tax cost (income tax – IR – and corporation tax – IS) of a dividend allocated to a person subject to taxation at a maximum marginal income tax rate in various European countries (France, Germany, Luxembourg, the Netherlands, the United Kingdom, and Italy). The ratio between the net dividend received and the benefit before corporation tax seems small in France (0.35); in the Netherlands, this ratio is even smaller (0.26) while it is in excess of 0.50 in Luxembourg, the United Kingdom, or Italy. But delving back into the same set of rules (including family tax), a second example pertaining to a married couple with two children receiving approximately € 150.000 of earned income and € 3.000 in dividends gives rise to the following result:  income tax plus CSG and CRDS is less in France than the tax that would be payable in each of the other countries in question. Naturally, these examples do not concern the highest incomes (remuneration of senior managers for example).

· The CERC was not in a position to explore this analysis any further, although it would deserve to be pursued in a more systematic manner. 

It is essential, on the whole, that the analysis comparing the situations in the various countries be deepened and accelerated. It is indeed regrettable, in this area as in many others, that the detailed data is only available after a considerable delay.

Ch. 6 – TRANSFORMATIONS IN SOCIAL WELFARE

Chapter highlights
The socio-demographic transformations that have occurred in France over the past fifteen years have led to resorting increasingly to social welfare mechanisms, thereby reinforcing its role in income redistribution.

· Social welfare expenditures increased faster than net income from activities due to several factors:  the increased number of retired persons, the rise in unemployment, the generalization of health insurance coverage, and the development of means-tested social benefits (housing allowance, social minima, etc.).

· Social transfers play an increasing role in reducing inequalities and in combating poverty. France’s efforts in this respect are more substantial than the European average. In so doing, the increased role conferred to social welfare modifies its very nature to some extent.

· The transformations underway in society, and particularly the weakening of family structures as well as those of employment, alter the risks and call for a more in-depth transformation of the social welfare system. It must especially attempt to reinforce the employment possibilities open to women and to the young confronting integration problems.

RAPIDLY DEVELOPING SOCIAL WELFARE

Social welfare benefits (including benefits in kind) represent an increasing share (chapter II) of household income. They amounted to 30 % of the adjusted disposable household income
 in 1980, 34 % in 1985, 36.5 % in 1997 and 35.8 % in 2000. This rate of progress varies according to the different benefit categories and the types of beneficiaries, both for demographic reasons and due to legislative changes. In the analysis that follows, a major place will be attributed to the area of family allowances which has taken on an increasing role in income redistribution.

Retirement benefits and pensions

The share of retirement expenditures in the GDP increased by 1.2 percentage points over fifteen years due to the combined influence of the increase in the number of retired persons and improvements in entitlement to a pension. They amounted to €177 billion in 2000. The demographic prospects (anticipated increase in the dependency ratio of the elderly – chapter I) and the consequences on the financing imbalance have gradually fuelled serious thought about the need to adopt reforms in the different pension schemes (Rocard, 1991; Briet, 1995; Charpin, 1999; Conseil d’orientation des retraites -- retirement orientation council -- 2001).

During the past fifteen years, two reforms were conducted to adjust the calculation parameters of pension benefits to promote the long-term financial equilibrium of the general pension scheme. En 1987, the indexation of liquidated pensions on prices and no longer on the average wage tended to stabilize the purchasing power of each pensioner in an optimal manner.

In 1993, the reform in the pension calculation method gradually extended the contribution duration from 150 to 160 quarters and increased the number of years taken into account when settling pensions from 10 to 25. There was also an agreement reached in 1996 regarding the supplementary schemes which also tended to slow the progression of pensions.

Because of increased pension rights, the number of beneficiaries receiving the minimum old-age pension has diminished by over half, decreasing from 1.5 million in 1985 to 700,000 in 2000. As for the purchasing power of the minimum old-age pension which was significantly revalued between the Seventies and the beginning of the eighties, it has hardly been changed since. The minimum old-age pension (for a single person) represented 63 % of the poverty line in 1970 and corresponded to half the median standard of living that year; this ratio reached 108 % in 1984 and it has been slowly decreasing since, amounting to 94 % in 1996, with the poverty line increasing alongside the median standard of living, and therefore faster than prices (INSEE, 1999).

Many pension system reforms in Europe

Pension system reforms have been launched in many European countries with varying orientations; only France, Belgium and Greece have yet to adopt an overall long-term pension system reform. The Netherlands and Denmark have been developing self-funded pension plans (capitalization) while maintaining a generous pay-as-you-go pension scheme (Chagny et al., 2000). Sweden amended its State system completely in 1998, instituting two mandatory schemes in 1999:  one defined contribution scheme operating on a pay-as-you-go basis and another funded pension plan (Vernière, 1999a). This reform, which took close to fifteen years to mature, reinforces the contributive nature of benefits while rendering non-contributory rights more transparent and introduces automatic regulation mechanisms to steer its pension schemes. Between 1992 and 1995, Italy drew up a reform designed to render its State system more homogenous; it increased the legal retirement age and its objective was to reinforce payments made by beneficiaries while allowing voluntary participation in self-funded schemes (Vernière, 1999b). Germany modified its retirement pension revaluation method, increased retirement age to 65 (1992), and progressively introduced a voluntary savings scheme for self-funded retirement plans (2000) intended to permit maintenance of the global replacement rate while integrating a reduction in the replacement rate of the State scheme (Vernière, 2000).

Unemployment compensation

Total unemployment compensation expenditures
 vary a great deal depending upon the economic climate. The unemployment compensation expenditure rose between 1981 and 1984 at an annual rate of 8 % in real terms and, similarly ten years later between 1990 and 1993, at a rate of nearly 5 % per year. Conversely, they fell by 1 % per year between 1985 and 1990 and by 1.3 % between 1997 and 2000. In this way, they represented 2.8 % of the GDP in 1985, 2.2 % in 1990, 2.7 % in 1993 and decreased thereafter down to 2 % in 2000.

Due to the financial constraints and changes in the nature of unemployment, the compensation scheme has evolved substantially in its relationship to employment policies and in admissibility conditions (chapter III).

Several countries have also shortened their unemployment benefit entitlement period (Spain in 1992, the United Kingdom and Denmark in 1996, and Norway in 1997), reduced their payment rates (Spain in 1992, Germany and Austria in 1993, Sweden in 1993 and 1995 prior to raising them again in 1997), or have tightened entitlement conditions and benefits paid under this form of compensation (the Netherlands in 1993, Denmark and Norway in 1994, Austria in 1996, Finland and Belgium in 1997, the United Kingdom in 1998).

The unemployment insurance reform of 1992, the quasi suppression of the integration allowance, and the deterioration in employment affect wage earners with short employment careers in particular (integration unemployment) lead to a very significant drop in the number of unemployed persons receiving benefits:  this decreased from 62.5 % in 1992 to 56.8 % in 1994, and even fell down to 53.0 % in 1997. The recovery in employment during the recent period has gradually enabled better unemployment coverage (55.9 % in 2000).

The reduction in the share of unemployment without benefits was not without influencing the sharp rise in the number of recipients receiving the minimum subsidy (RMI), the latter having become the de facto “third tiers of unemployment compensation,” either as a temporary measure that enables biding one’s time while seeking work, or as a very long-term form of unemployment compensation (Lhommeau and Rioux, 2000).

Graph 1 – Compensated and non-compensated unemployed 
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Note:  the total unemployed series is that of job seekers in categories 1, 2, and 3 as a whole at the end of the month (to which categories 4, 5, and 6 have been added since 1995), as well as those dispensed with having to seek a job.

Sources:  DARES and UNEDIC.

The difficulty in controlling health-care expenditure

Health-care and disability expenditures rose at a somewhat higher rate than that of GDP in France which was reflected in an increase of about one half a percentage point in their share in GDP over the last fifteen years. The annual growth rate in health-care and disability expenditures nonetheless slowed over the period, dropping from approximately 3 % during the eighties to about 2.2 % during the nineties. Hospital sector expenditures were thus significantly less to blame for overall growth between 1995 and 2000 than was the case over the five previous years, thereby partly explaining the global slowing. The contribution of pharmaceutical expenditures rose slightly, however.

Purely demographic effects (population growth and ageing) would increasingly explain the growth in the volume of health-care expenditures, equal to about 1 percentage point in annual growth rate -- i.e. approximately one-third of the effective growth over the course of the past decade in France (Bac and Cornilleau, 2001). Over the 1985-2000 period, five major expenditure containment plans were implemented:  the Dufoix plan (1985), the Seguin plan (1986), the Durieux plan (1991), the Veil plan (1993) and the Juppé plan (1995). These plans consisted more often than not of price reduction or freeze measures as well as limits to reimbursements. The last measures had little global effect on the behavior of average households in their demand for health care and pharmaceuticals since these are very substantially paid for by supplementary insurance coverage. As a result, the share of health expenditures that remain at the expense of households – including those reimbursed by complementary insurances – remained fairly stable over the eighties and nineties as a whole:  from about 17 % in 1985, they rose to close to 20 % in 1992, before dropping back down to 18 % in 2000.

Family benefits
Social transfers benefiting households when children are present form such a huge meshwork of welfare benefits composed of successive layers that its general internal logic, readability, and coherence are no longer obvious. Attempts to arrive at a clear summary are rare and far between in this area, although one of the most complete is undoubtedly the report by Claude Thélot and Michel Villac (1998)

What we are actually dealing with here are the rules governing income tax determination (the income splitting “family quotient” basis for income tax purposes and the tax on furnished housing), and specific benefits such as the family allowance or the allowance for receiving and minding young children. In addition, both family size and income level are factors in calculating the family housing allowance. As concerns meeting costs, we must also analyze the “social cost of a child” in terms of education and health-care expenditures. Finally, many benefits complicate or enrich the landscape at decentralized local-authority level or even at corporate level.

The transfers linked to the family have an impact on redistribution in two ways. One of the initial objectives behind family welfare policies was the horizontal redistribution between households of different sizes (to promote the birthrate). But because many of these social transfers are determined according to family income, there is an additional vertical distribution – i.e. between households with varying incomes. Vertical distribution grew over this period which, in any case, reflects the choices expressed by public opinion. Close to one-third of the French consider family policy as the primary objective in the fight against social inequalities and poverty, although virtually another third view it, above all, as a family and child assistance instrument. Only about 5 % consider it to be an encouragement to the birthrate (Thélot and Villac, 1998).

Moderate  progression

In 2000, benefits paid out under the family-motherhood risk insurance coverage represented € 40.9 billion, or about 2.9 % of GDP (of which approximately five billion euros were for the maternity division); this is a slight fraction below the proportion at the start of the period. 

In real terms, the growth rate in social expenditures accelerated during the nineties (by about 1.7 % per year) in relation to the end of the eighties (0.5 % per year between 1981 and 1985, then 0.8 % per year between 1985 and 1990).

· The decrease in the number of children and family size should, on a constant family policy basis, have reduced the volume of benefits since the number of children aged under eighteen fell from 15.2 million in 1985 to 14.2 million in 2000. The number of children covered by family allowance benefits remained stable, in fact, following the raising of the entitlement age limit from 17 to 18 in 1990, then to 19 in 1998, and to 20 years old in January 1999. The raising of the entitlement age limit had a modest effect on the number of beneficiaries due to the fact that it only concerned those children who were not continuing with their studies – the children pursuing their studies had been covered until 20 years of age since 1946.

· The monthly basis for calculating family allowances, which is the calculation reference for most of the benefits, virtually stagnated in terms of purchasing power over the period as a whole.

· New benefits, on the other hand, were established, principally to promote child minding or reception.
Table 1 – Major family allowances and number of beneficiaries                   year 1999

	
	Billions of euros
	Beneficiaries in thousands 

	Total
	22.9
	

	Family allowances
	11.1
	
4 348

	Family income supplement
	1.5
	
938

	Allowance for school children
	1.4
	
3 098

	Allowance for young children
	2.7
	
1 415

	Parental child-rearing allowance
	2.8
	
542

	Home-based child care allowance
	0.1
	
74

	Certified child minder allowance
	1.5
	
487

	Single parent allowance
	0.7
	
163

	Family support allowance 
	0.9
	
605


Note:  the scope covered by motherhood-family benefits (€ 40.2 billion euros in 1999) is greater:  it includes the maternity benefits (essentially the daily sickness and health-care benefits) as well as the social assistance benefits, awards for studies, along with miscellaneous other benefits.
Scope:  Metropolis and Overseas Departments.

Source:  CNAF.

The income supplement benefits 

Among these family benefits there are, first of all, the fundamental allowances that round out family income:  the family allowances, the family income supplement, and the allowance for young children paid from the third month of pregnancy up until the child is three years old; to these may be added the allowance for school children paid out between six and eighteen years of age. The aggregation of these four benefits poses a number of coherence problems. The initial measures – the family allowances – were originally designed to promote natality and served as a simple horizontal redistribution measure; these included benefits paid without income conditions only as of the second child that are significantly increased as of the third one. Entitlement to other benefits are subject to means testing (family income supplement) or have been progressively subjected to such conditions (allowance for young children).

The question as to whether all these income supplements should have been subjected to means testing (rapport Ducamin, 1996) was debated at length when family allowance benefits were subjected to means testing for a year in 1998 alone; the measure was then deferred and replaced by lowering the “family quotient” income-splitting threshold (Thélot et Villac, 1998). The current situation, even if we take “family quotient” mechanisms into account, does not appropriately reflect family-income realities.

Another problem concerns the fact that the family allowance is not paid for the first child (or the transition in families from two or more children to the period where only one child remains eligible). Nevertheless, the allowance for young children (APJE) is paid, subject to means testing, during the initial years. The question of extending the family allowance to families with only one eligible child is being posed and all the more insofar as the level of income from job activities in these households is relatively lower than in other types of households. In total, the “additional cost” of the first child is only slightly compensated for by the social transfer system, while it is limited for second-ranking children and the fact that transfers compensate the “additional cost” of higher-ranking children (Lhommeau and Paupy, 2001). As a result, and if we minimize the “natalist objective,” the redistribution objectives, whether horizontal or vertical, cannot justify this characteristic -- France being the only European country that fails to attribute the family allowance when there is only one child.

The child-care
The allowances for child-care and child-minding during the early years are not limited to family benefits alone. One-quarter of two-year olds and virtually all three-year olds attend nursery school, in fact, France being ahead of other European nations with respect to pre-elementary child reception. In 1999, of the 2.15 million children between 0 and 2 years old, about 250,000 were in nursery schools, and collective child-minding facilities (day-care centers, parent-run nurseries and mini-crèches) received about 200,000 children, while there were about 70,000 places in day nurseries. Up until two years of age, and for most of the day, as well as beyond two years of age aside from the time spend in nursery school, individual child-minding solutions are considerable
. They may also benefit from financial aid, including the certified child-minder allowance (AFEAMA) or the home-based child care allowance (AGED) whose amounts are modulated based on the incomes of the beneficiaries.

The parental child-rearing allowance (APE) is of a different nature. It is paid when one of the parents interrupts their job activity (or begins working part time) after the birth of a second child. When it was established in 1985, it was only paid as of the birth of the third child and then, since 1994, as of the birth of the second child; it is now paid until the youngest child’s third year. This is not a means-tested benefit but, because of its amount, it is of interest to people who have a relatively low job income above all.

The child-care benefits as a whole, at the very core of family benefits, constitute the area which has most progressed over the past fifteen years, as much in terms of number of beneficiaries as in budgetary cost.

The housing allowances
As is the case in many countries, housing allowances (rents or property acquisition schemes) are means tested benefits:  the amount received depends upon household size and income. The benefits are financed by the State and by the family division. Three main provisions coexist:  the family housing allowance (ALF, instituted in 1948), the individual housing allowance (APL, 1977), and the social housing allowance (ALS, 1971).

It was the progressive extension of the scope of the latter allowance until 1993 to include all renters who did not come under one or the other of the two other provisions that caused the sharp growth in the number of beneficiaries and in expenditures:  the number of beneficiaries grew by approximately half between 1985 and 2000, and expenditures rose from € 7.1 billion to € 12.4 billion in constant 2000 values, or 0.9 % of the GDP at the end of the period.

A reform was implemented as of January 1st, 2001. It ensured the conversion of the three types of allowances into a single schedule where rentals are concerned. In addition, job income-processing was harmonized with that of social minima (which are not taken into account in determining household income) in calculating the allowance benefit to facilitate the transitions when returning to work and exiting from the social minima scheme (CERC, 2001). In total, the cost of the reform should entail an increase in expenditures of about € 1 billion.

The social minima

The number of social minima beneficiaries
 grew substantially between 1989 and the middle of the nineties, ranging from 2.5 million in 1985 to 2.8 million in 1990, and 3.2 million in 1996. This increase is mainly the results of the growth in the number of beneficiaries receiving the RMI (see graph 2). Conversely, the number of beneficiaries receiving the minimum old-age benefit has been dropping continually due to the improved pension entitlement conditions for the newly retired. The number of RMI beneficiaries has remained relatively stable since 1996, and a slight decrease occurred in 2000.

Graph 2 – Social minima beneficiaries (in millions)
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Scope:  Metropolitan France. 

Sources:  CNAF, CNAVTS, DREES, UNEDIC.

The increase in the number of single-parent families caused an increase in the number of beneficiaries receiving the single parent allowance. Despite the rise in the number of single-parent families, the improved labor market has enabled a drop in the rate of recourse to the API over the past four years (Algava and Avenel, 2001).

AN INCREASING ROLE IN REDUCING INCOME INEQUALITIES 

Taxes and social contributions, on one hand, and social transfers (restricted to the social contributions, aside from health, retirement, and unemployment) on the other, result in a substantial instantaneous redistribution between households. In 1990, the variance in the taxable income, aside from investment income (or, practically speaking, job activity income or replacement income) ranged from 1 to 13 between the median first decile and the median last decile (and even from 1 to 17 between the first decile and the last vingtile). The variance is reduced from 1 to 5.5 for disposable income
 (source:  Revenus Fiscaux (tax revenues survey), Synthèses n°28). This reduction results from the fact that the income of the first decile is increased by over 90 % through transfers while the last decile appears to be subject to a net contribution of about 20 % of declared taxable income. It is approximately at the level of the fourth decile that social transfers and contributions are in equilibrium.

Substantial redistribution 

Between 1984 and 1996, a period for which we have estimates available on the progress of redistribution through contributions and transfers, the contribution of direct tax contributions (aside from contributions aimed at social welfare) towards reducing inequalities decreased. The tax pressure (apparent insofar as no measurement is made of investment income) was more acute for the two upper deciles than for the population at large.

However, the redistributive role of social welfare increased slightly due to the rise in the share of means-tested benefits. It also somewhat modified its targets. The importance of the minimum old-age benefit, replaced by the RMI and, to a lesser extent, the disabled adult allowance.

It is housing allowances that contributed the most towards redistribution because of their progressive extension while the family allowances played a somewhat more constant role.

Graph 3 - Contribution towards reducing the inequalities in disposable income 
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Source:  INSEE, Synthèses, n°28.

The impact on redistributive power of extending the scope or modifying the scale of direct transfers and contributions – i.e. the effects of scales alone – can be estimated through simulations by applying these to income structure in any given year (Murat, Roth and Starzec, 2000 or Atkinson et al., 2001).

The modifications in scopes and scales made between 1990 and 1998 would correspond to a gain of slightly under 4 % and 2 % in taxable income for the first two income deciles (or about 2 % and 1 % of the disposable income), while the introduction of the CSG and of the CRDS, compensated in part by the reduction in income tax, would lead to a hike in the tax levy rate of less than one percentage point at the distribution’s upper end (and of about 1 % in the disposable income)
.

These results covering the redistributive power would have been more substantial if taking into account the overall period, particularly the effect of implementing the RMI in 1988 for the distribution’s lower end but also of the drop in direct taxation in 1986 that was higher at the top end of the distribution.

Effectiveness of redistribution in France and in Europe
France, as was evoked in chapter V, has a relatively high mandatory social contribution rate in Europe, the counterpart of an equally substantial set of transfers and provisions of public or social services. Is it possible to evaluate the effectiveness of France’s redistribution efforts? The task is all the more arduous when attempting to make international comparisons due to deep-seated institutional differences (Bourguignon et Atkinson, 1998), but also to the availability of sufficiently comparable statistics. Nevertheless, the existing analyses reveal quite substantial global results.

Two approaches will be presented
. One rests on micro-simulations of several European countries (Bourguignon, 1998) and has the advantage of providing a fairly general panorama, including direct taxation and transfers.

The other is an exploitation of the European household panel’s statistics (Eurostat, 2000c; Cohen-Solal and Loisy, 2001) that only deals with social transfers but has the advantage of greater precision and broader geographic coverage. As before, neither one nor the other permits examining the redistributive effects of pensions, health-care expenditures, or education. Only statistical exploitation of the European panel takes unemployment compensation into account.

· In concluding his survey, Bourguignon states that the international comparison he has conducted (Germany, Belgium, France, Italy, Ireland, and the United Kingdom) covering the year 1994 fully confirms the diagnosis made in the Ducamin report:  the French redistributive system would not seem to have the equalizing effect on income distribution that the magnitude of mandatory contributions would lead us to believe. A large proportion of actual income equalization would be due to unrequited transfers rather than to taxation, and particular to a too-highly restricted income tax base. Except for Italy, the major redistributive role of non-contributory benefits is fairly comparable among the countries under study, although nonetheless less significant in France than in a number of other nations; the redistribution via income tax is quite limited compared to what can be observed in other countries in the European Union.

· The European Household Panel statistics (Sweden and Finland are lacking) that were processed concern the effects of redistribution via transfers of net income distribution through direct taxation (Income tax in France) and social contributions.

The European Household Panel:  an essential information source

The European Community household panel (PECM) makes it possible to situate income levels and distribution, and thereby study financial poverty (but also other poverty indicators) during the mid-nineties. If the comparability or homogeneity of the data is not entirely assured (for certain types of incomes, and particularly for income from assets), it represents an essential source of knowledge about European incomes and the effects of public policies as much as market mechanisms.

Income figures are collected as values that are net of direct taxes and contributions (except for France, the only country yet to have implemented a withholding-tax system). The European results therefore do not enable analyzing the redistributive incidence on direct taxation. For France, the results published in the European statistical exploitations were reduced, as net, from global income level. Another methodological difference compared to the statistical processing currently performed in France, including for the European Panel’s French portion, arises from the fact that the individual dimension is favored as opposed to that of the household. The median standard of living is therefore calculated in terms of the individual rather than the household:  each individual in a household is allocated the same income, i.e. that of the household divided by the number of consumption units, although a four-person household counts as four in the distribution establishing the median income (and the poverty rate) of individuals, but would only count as one in the “household” approach. As poor households are more frequently large families, this increases the poverty rate measured in terms of individuals in relation to that measured in households.

Finally, the income from assets is integrated into the analysis. Nevertheless, the survey’s declarative format undoubtedly produces a sizeable underestimate in this type of income, as can be seen from the surveys undertaken in France. This can introduce certain biases, particularly in comparisons of retired persons’ poverty, in countries where pension schemes are based in part on self-funded retirement schemes since pensions then take on more the form of income from assets.

Two indicators are used here to describe the inequalities in income distribution: the fist is the ratio between the median income of the 20 % poorest, the second is the Gini index that takes into account the complete distribution curve. The variances that can appear between country classifications, or even in the redistributive power of transfers based on one criterion and the other encapsulate information about the form of initial income distribution as well as the displacements produced by the transfers.

· The reduction in inequalities conducted through transfers is more pronounced in France than is the case for the median of European countries when we take into account distribution as a whole (as with the Gini Index), or comparable when only examining the extremes (using the inter-quintiles ratio). The group of countries that reduces inequalities more than the median is composed of Ireland and the United Kingdom (nations that have the highest inequality indexes prior to transfers in Europe), the Benelux countries who are in a similar situation to that in France, as well as Austria. Denmark’s situation stands out:  beginning with a level of inequalities that is the lowest in Europe prior to transfers, the transfers subsequently contribute even more towards this performance level.
· Germany is in an intermediate situation:  with income inequalities that are also less elevated than the European median, the effects of its transfers are nonetheless fairly limited and close to those in the Southern European countries (Spain, Italy, Portugal, and Greece).

Table 2 – Pre- & post-transfer inequalities (outside pensions) in Europe in 1995

	
	Gini Index
	Inter-quintile ratio S80/S20

	
	Initial income
	Disposable income
	Reduction operated by the transfers
 (outside pension)
	Initial income
	Disposable income
	Reduction operated by the transfers
 (outside pension)

	Belgium
	32
	28
	13
	10.3
	4.4
	57

	Denmark
	30
	23
	23
	8
	3.3
	59

	Germany
	30
	28
	7 
	6.8
	4.5
	34

	Greece
	35
	34
	3 
	6.7
	6.3
	6

	Spain
	36
	33
	8 
	9.2
	5.7
	38

	France
	34
	29
	15 
	7.4
	4.4
	41

	Ireland
	39
	33
	15 
	26.8
	5.4
	80

	Italy
	34
	33
	3 
	6.9
	5.8
	16

	Luxembourg
	32
	28
	13 
	6.2
	4.1
	34

	Netherlands
	33
	29
	12 
	11.5
	4.5
	61

	Austria
	31
	26
	16 
	5.4
	3.9
	28

	Portugal
	39
	37
	5 
	9.1
	7.1
	22

	United Kingdom
	39
	33
	15 
	16.9
	5.5
	67

	EU-13
	35
	31
	11 
	8.4
	4.9
	42


Note 1:  incomes are not corrected for underestimates in income from assets.

Note 2:   the statistical unit selected is the individual as opposed to the household. To each individual is allocated the income per consumption unit of the household they belong to.

Source:  Eurostat, European social statistics - Income , poverty, and social exclusion, 2000 edition. 

THE NATURE  OF SOCIAL WELFARE PROTECTION IS CHANGING
Social welfare plays a number of roles:  it provides unemployment or health care insurance coverage, social security benefits (pensions), as well as solidarity allowances (when people lack or no longer have coverage due to insurance-related risks – this is the case of the minimum old-age benefit, universal medical coverage, or the specific solidarity allowance). It also plays a redistributive role, whether horizontal among families of different sizes (family allowances), or vertical among households with varying income levels (through the housing allowance, for instance, or other means-tested benefits). The relative importance of these various functions has progressed quite significantly and this has somewhat transformed the very nature of social welfare. Nonetheless, the development of new risks or their transfer to new categories of population (the young and single-parent families) call for a more in-depth renewal of the system.

Towards a Beveridgian model?
In a certain manner, there has been a sliding from a “Bismarckian” model (where social welfare is assured individuals as well as their “rightful beneficiaries” under job activity entitlement) to a model where this is also assured because of their residency. Nevertheless, the current model cannot be qualified as “Beveridgian” in the strictest sense insofar as many replacement incomes remain linked to an earlier job activity income and are proportional to that amount, such as retirement benefits and unemployment compensation
.

This transition to a form of social welfare coverage open to all residents (or virtually) had legislative aspects (e.g. the extension of family benefits as a whole in 1990 to residents of the European Community whose family resided in another member State). It also results from the creation of a number of new benefits or extensions in scope.

The minimum reintegration income

The establishment of the RMI through the law dated December 1st, 1988, is certainly one of the most symbolic extensions of social welfare during the period. It put into concrete practice a recognized right to a minimum income listed in the constitution:  “persons who, due to their age, physical or mental condition, or the economic or employment situation, find themselves unable to work, have the right to obtain suitable means of support from the community.” It places this income under the framework of an integration program materialized through a commitment contract between society and the beneficiary. In 2000, there were 1.15 million beneficiaries in France, of whom 130,000 lived in the Overseas Departments. The number of people covered was more substantial:  at the end of 2000, and with about one million beneficiaries in Metropolitan France, 1.9 million individuals were covered all together (beneficiaries and members of their households). 

France was not a precursor in this area: Germany, the Netherlands and, to some degree, the United Kingdom, had implemented such measures as early as the Sixties. Many European countries did not have and still do not have income minima, however (CSERC, 1997). With the RMI, the social minima as a whole tend to cover the totality of situations where lack of social coverage by an insurance scheme could lead to an absence of income.

Universal Health Coverage

Protection from financial risks linked to illness rests on two mechanisms:  health insurance coverage (social security) with mandatory financing and supplemental coverage of a voluntary nature provided by mutual insurance companies, providential institutions, or insurance firms. Finally, a portion of heath-care expenditures remain at the expense of households. Meeting the cost of the health risk could in this manner seem open to all through personal social-security insurance possibilities or free medical help provided by the departments since 1984 and to which the beneficiaries of the RMI had automatic access. In actual fact, access to this coverage sometimes remained very difficult and was not homogeneous throughout the territory. In 2000, the creation of the universal health coverage (CMU) simplified access to the social security system’s basic health coverage for the population as a whole (“basic” CMU). 

The universal health coverage (CMU)

In force since January 1st, 2000, universal health coverage allows any person residing in France in a stable and regular manner to become affiliated to the national health insurance (basic CMU). Obtaining the benefits of basic CMU requires that beneficiaries pay a contribution if they have over € 6,403 in taxable income (about 4 % of beneficiaries pay a contribution). In total, nearly 1.2 million people were covered by the basic CMU in March 2001. The extent of the basic coverage is particularly substantial in the Overseas Departments & Territories where 14 % of the population is affiliated compared to 1.5 % in metropolitan France.

Health insurance only partly covers health costs, and a portion remains at the expense of the insured. To reduce this residual risk, nearly 9/10ths of the population currently has recourse to supplemental insurance. For people having insufficient incomes, the free medical aid paid for by the departments (such competencies were transferred to the departments in 1984) used to cover their direct health-care costs (patient’s “moderation” contribution, daily hospital charge and, in some cases, additional expenses for optical or dental care ). The income scales in force to determine entitlement to free medical aid and the levels of cost coverage beyond the social security rates varied from one department to the next.

Moreover, by replacing free medical aid, the CMU also offers a supplemental coverage for people on low incomes. The supplemental CMU enables covering their dispensation from having to advance the “moderation” contribution, the daily hospital charge, and supplementary costs for dentures, glasses, and certain other products and medical apparatus. It is attributed based on means testing. The beneficiaries of general medical aid as well as RMI recipients were eligible until June 30, 2001, the date as of which their income levels were assessed. For a single person, the ceiling is € 6,585 euros (or € 549 per month) for an initial entitlement and a one-year’s extension, and € 7,318 annually (or € 610 monthly) for a further six-month’s extension (entitlement extended until December 31st, 2001).

This benefit schedule produced strong threshold effects with the value of the benefit being completely lost when the income rose slightly over the exit threshold. In addition, the presence of an entitlement eligibility ceiling that is lower than the one considered for an extension makes the rate scale somewhat unclear, while in fact it is a form of incentive (insofar as € 61 of additional income are neutralized).

These difficulties will be resolved in part by the implementation of a new provision as of 2002 that makes it possible to reduce the cost of the supplemental coverage for people whose incomes are up to 10 % above the CMU’s exit ceiling. The expenses arising from the supplemental CMU paid by the national state health insurance office – and covering 93 % of beneficiaries – amounted to € 869 million for the year 2000.
It also enabled broad, identical access throughout the territory to the supplemental coverage (“supplemental” CMU), assured in varied ways until then by the departments under the framework of medical aid (see box). In this way, the supplemental CMU covered 5.3 million people in June 2001 or about 8 % of the metropolitan population (39 % in the Overseas Departments) compared to 5 % for departmental medical aid in 1999 (Boisguérin, 2001). 

Other development factors
The development of means-tested allowances (family benefits, specific solidarity allowance for certain unemployed persons whose entitlement to compensation under the insurance scheme has ended, other social minima, such as the single parent allowance or the widow’s allowance) have distanced the social welfare model from a standard insurance benchmark.

Other extensions in social welfare’s scope developed during the period. They had a significant impact on the incomes of beneficiaries as on the evolution in the cost of financing social welfare, though they modified the nature of the system less. We are here mainly referring to the generalization of the housing allowance, either by providing access to entitlement to certain populations (such as RMI beneficiaries from the time this benefit was created) or to any household subject to means testing which, in particular, enabled students living outside the family home to be entitled to this allowance. Finally, it has also been a question of creating allowances that cover the dependency risks of elderly people more systematically (APA).

Two major developments arose that were in part due to these social welfare system modifications. The first concerns the development of social contributions akin to tax assessment levies (the CSG and the CRDS) whose tax basis are, in principal, global income and no longer only job activity income or replacement income (chapter V). Secondly, social welfare evolved from being linked to professional activity towards encompassing all residents and, because of growing “macroeconomic” importance, induces the positioning of various players to progress by conferring greater importance on local authorities. The creation, in 1996, of a law ensuring the financing of the social security system and the increasing role of the national accounting office (Cour des Comptes) in evaluating social welfare are consequences of this evolution.

An improved social welfare system

The social welfare system was so substantially extended that financing difficulties have arisen in some of its compartments. “The post-war model could count on the stability of the family structure and the good performance of the labor market to provide the greatest share of their social welfare to a majority of individuals throughout the major part of their lives” (Esping-Andersen, 2001). The greater fragility of families, on one hand, and the greater job integration difficulties of young people, and particularly that of the least qualified of them, on the other, place in question a welfare system that is more oriented (aside from health-care) towards maintaining the income of the eldest.

Social welfare will, in particular, need to focus on promoting employment because it is, more than ever, the best protection against life’s risks. This can lead to redeployments. The relationships between social welfare and employment are reinforced through multiple ties including, foremost, unemployment compensation, the RMI provision, the transition between employment and retirement, aid for undertaking an activity, and the inclusion of activity income in evaluating entitlements to the various benefits subject to means testing.

Integration unemployment insufficiently taken into account
The growth in integration unemployment – above all that affecting young people with limited skills – is one of the period’s dominant characteristics. Because of prior employment conditions, young people’s access to unemployment compensation through the insurance scheme was relatively difficult to obtain or it remained very limited both in terms of rate and duration
. 

The situation became worse with the 1992 reform, then improved slightly with the 1997 and 2001 agreements. In addition, the restrictions on the scope of the integration allowance in 1992 and the access conditions for entitlement to the specific solidarity allowance (ASS) did not allow the young much chance to benefit from solidarity schemes. Finally, for young people under 25 years old, the age condition for entitlement to the RMI does not generally allow benefiting directly from this “third tiers” unemployment compensation measure. It is generally only possible based on the parents’ income situation

In total, the young are over-represented among the unemployed not receiving benefits. In this way, 56 % of the unemployed between 25 and 29 years of age are not receiving compensation, 42 % are compensated under the unemployment insurance scheme compared to 2.6 % covered by the solidarity scheme, while of those over 50-54 years old, 35.7 % are without benefits, 42.8 % receive benefits under the unemployment insurance scheme, and 21.5 % are covered by the solidarity scheme.

Graph 4 – Over or under representation by age bracket in unemployment


          compensation and the RMI
         

               (on 31/12/1999)
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Note:  the bars represent the over or under-representation of age brackets compared to their weight within the 20-59 years old segment. Thus, the weight of the 20-24 year olds among the unemployed receiving benefits under the unemployment insurance scheme is about the same as that of this age bracket among the 20-59 year olds; the value is nearly one. The unemployed are shown as DEFM 1 to 8 and as DRE. Globally speaking, the younger age brackets (under 34 years old) and the older one (55-59 years old) are more affected by unemployment. The share of the young in compensated unemployment is lower than their share in total unemployment, however. As of 40 years old, the situation becomes inversed and the 55-59 year olds are particularly over-represented in compensated unemployment. 

Sources:  UNEDIC and CNAF.

The essential difference among the age brackets is therefore coverage under the unemployment solidarity schemes. It is thus not surprising that the 25-29 year olds are over-represented among RMI beneficiaries. Finally, the unemployment coverage is particularly poorly developed for those under 25 years of age.

The RMI: Difficulty in becoming integrated
France made the choice, as did most of its European neighbors, of ensuring a minimum income subject to means testing, discarding the notion of a universal allowance paid to all individuals no matter what there personal efforts or means were. But, contrary to most of its neighbors, the relationship to job seeking is different. Access to income minima is generally linked to an obligation of seeking a job
, identical to that required of unemployed persons receiving compensation, if not even more restrictive. This is the case in Germany, in particular, as concerns the “suitable jobs” definition that job seekers are held to heed. 

In France, the RMI provision foresees that within three months following the first allowance payment, a commitment be made by the beneficiary and members of the benefiting household to participate in social or professional integration initiatives defined with them and formalized in a contract. The focus is therefore placed less on integration through a job, something clearly justified in cases of deep-seated lack of social integration, although perhaps less so in the other cases. Administering the provision is more the domain of social workers than of the employment office. Finally, in practice, the integration contract’s procedure is often far from always being implemented. In this way, in the INSEE survey that followed up on a sample of beneficiaries in December 1996, only a fraction of approximately 40 % of the beneficiaries stated that they had signed an integration contract one year after having entered into the scheme.

According to the RMI survey, 26 % of RMI beneficiaries at any given date are working one year later. Over one-third (37 %) of jobs filled by former RMI beneficiaries (whether or not they have signed an integration contract) are publicly subsidized jobs (CES, CEC) or paid in-service training. The CDI represent 25.5 % of jobs filled and the CDD (temping included), 22.7 %. Finally, 14.8 % are independent or do not have any job contract. Six jobs out of ten are part-time jobs.

The fact of having signed an integration contract increases the likelihood of ending unemployment and transiting into a subsidized job (CES, CEC and paid in-service training). It does not promote access to a normal job, however (CDD or CDI), which may seem paradoxical (Zoyem, 2001). The heterogeneous nature of the benefiting public undoubtedly partly explains these results. We can suppose that the beneficiaries with the greatest chances of finding an ordinary job -- those closest to the job market – find in the RMI a sort of substitute to unemployment insurance, and organize their return to employment directly, or through the public unemployment office without feeling the need to commit themselves to any other form of contractual effort whose implementation is generally long. Among integration-contract signatories, the proportion of those in the greatest difficulty is probably greater, and they are among those who have priority access to subsidized employment. 

If a greater proportion of the unemployed population were taken charge of by unemployment compensation measures and managed through a return-to-work provision comparable to that being implemented with the PARE, it would then be possible to take other methods of social integration into greater account for those RMI beneficiaries who cannot reintegrate directly through employment (CERC, 2001).

The transitions between employment and retirement
These transitions quite obviously pose problems as concerns early retirement and dispensations from seeking work (chapter III). The issues are vaster, however, as analyzed in the recent report by the Retirement Orientation Council.

Allowance for receiving and minding young children

The development of these allowances has undoubtedly contributed to facilitating work activities for young mothers, or in limiting the duration of their absence from employment and the risks this entails of enduring a more difficult return to the labor market. The allowance system can have two orientations:  favoring the free choice of parents between a rapid return to the professional activity, or a longer inactivity period enabling taking charge of the child directly. The problem of free choice is naturally greater in households with more limited income where budgetary constraints are greater.

The three child-care allowance benefits do not play the same role and are therefore aimed at different publics. The home-based child care allowance (AGED) that can in fact be aggregated with the tax relief for employing domestic staff remains the most expensive child-minding formula and is thus of greater interest to relatively better-off households. Where cost is concerned, next is making use of day-care centers and nurseries and, finally, there is the certified child-minder allowance (AFEAMA).

The APE is more attractive financially for women with a relatively modest job income. This allowance was initially reserved for mothers with three children, of whom at least one under three years old, who decide to leave the labor market. The entitlement was extended to include women with two children in 1994 and induced a strong increase in the number of beneficiaries, rising from 150,000 to about 530,000. In point of fact, and particularly if they are young with low skills, the APE measure incites a portion of young mothers to become temporarily inactive (Bonnet and Labbé, 1999). At the conclusion of the APE period, there is no significant drop in their activity rate, however, at least during favorable business cycles. Nonetheless, the return to the labor market of women who are potential beneficiaries seems to be accompanied by a higher unemployment rate for the least qualified:  an increase in the unemployment rate of five percentage points has been registered, for an overall rate that amounted to approximately 15 % in the mid-nineties (Bonnet, 2000). To reduce the problem of returning to work, the aggregation of a part-time job with a reduced APE benefit is permitted. For women in an employment situation, the widespread use of part-time jobs has clearly become more important within the category of individuals eligible for the APE.

In all, the complete evaluation of the measures designed for receiving and minding children is still to be conducted in the light of various objectives:  favoring parents’ free choice to opt for a long-term employment interruption or young mothers to get back to work quickly, an improved awakening and socialization of children, employment promotion
, and improving the qualifications of personnel intervening in these forms of child reception by taking into account the contributive capabilities of the families. 

Income from job activities and benefit calculation
The share of means-tested benefits in total transfers rose (aside from old-age risk) from 15.5 % during the second part of the eighties decade to a little over 18 % at the end of the nineties. If we integrate old-age risk, this increase is more modest due to the fall in the share of the old-age minimum:  from 11 % in 1990 to 11.5 % in 2000. The development of means-tested benefits
 reinforced the problem concerning the level and nature of the income being taken into account. This problem has two distinct facets. The first concerns the transition from non-employment to employment and can be summarized in the following phrase:  “how to go about ensuring that work is remunerative?” The second concerns the beneficiary profile when exiting from coverage as well as the point in income distribution where this exit is initiated or ends.

The resources taken into account often corresponded to what is called the “category income”:  in practice, this is the declared taxable income (for a wage earner, the net salary after the 10 % and 20 % personal exemptions). The consequences of this choice was that access to employment led to substituting salaries integrated into this “category income” to benefits (the RMI, for instance) that were not included. The benefit paid was then reduced, thereby lessening the monetary benefit of returning to work. A major effort has been undertaken over the past years to limit this problem (e.g., the reform in the housing allowance mentioned earlier
); the temporary incentive mechanisms for returning to work have also been developed (improvement within the RMI, implementation of the API, and the women returners allowance (ARAF). This effort could be pursued, particularly within the framework of local benefits.

The level of income that no longer allows entitlement to allowances is eminently variable depending upon the benefits, without these differences being clear-cut. It may be preferable, however, for these levels to differ so as to avoid concentrating all benefit suppressions at any single point.

The exit profiles can pose a problem. In the case of certain benefits, exceeding the income threshold by a single euro can, particularly as a result of the threshold effects, entail the straightforward suppression of the allowance and therefore a drop in disposable income. This was still the case not long ago of the schooling expense allowance (ARS) or of universal health coverage. For others, exiting can occur through a differential benefit mechanism:  the allowance is reduced by the amount exceeding the threshold. In this case, the disposable income stagnates (it no longer regresses) when income – the wage – increases in an increment equal to the amount of the benefit. This is the case of the family income supplement or even of the ARS after its reform.

Where the CMU is concerned, the new provision enabling a reduction in the cost of supplemental coverage for persons whose income is up to 10 % above the CMU’s exit ceiling retains a threshold effect. The most desirable exit profile is a progressive exit, naturally, but the budgetary cost is then higher.

Ch. 7 - INEQUALITIES IN LIVING  STANDARDS AND POVERTY

Chapter highlights

· The increase of under-employment went hand in hand with greater polarization of employment, unemployment and household inactivity, which has only partly abated over the recent period of high growth.

· In the mid-nineties, the standard of living in France was slightly higher than the average in Europe. Inequalities in income and poverty rates were lower than the European average.

· The overall trend towards a reduction in inequalities slowed during the eighties. Inequalities and poverty stabilized between 1990 et 1997, but no comparable information is available over the recent period.

· There was something of a shift in poverty situations. The relative situation of the retired improved, while poverty increased among the active population.
Annual per capita income rose at the rate of 1.7 % over the past fifteen years. Its composition changed (chapter II). In addition, the development of unemployment and under-employment, just as the pressure of economic transformations, have contributed to increasing the variances in individual earned income and have conferred a greater importance on the inequalities in assets and the investment income (chapter IV). The part played by social welfare in the redistribution of income has greatly expanded both as a result of the development of its financing (chapter V) and of the benefits paid (chapter VI).

All in all, what synthesis may be drawn from these different developments and what are the main problems emerging as a result? As is obvious, these questions are fairly crucial to political choices. Unfortunately, the time required in France to draw up adequately detailed and precise records is such that a response adapted to present day situations is not possible:  in actual fact, the “snapshot” available is often that of 1997. An analysis of developments over long periods as much as an examination of structural differences compared to our neighbors does enable casting light on the debate, however. Information concerning developments recorded since 1997 tend to be more fragmented and less detailed. Nevertheless, they would suggest that the improved economic climate between 1997 and 2000 as well as due to several fiscal and social transfer reforms had positive effects on incomes. These results still need to be confirmed, however.

FROM THE INDIVIDUAL TO THE HOUSEHOLD

While it is true that economic developments during the past fifteen to twenty years have tended to increase the variations in earned income, the impact on the standard of living of individuals or households may have been reinforced or reduced, depending on the case, by socio-demographic changes. The increased labor force participation of women, the greater proportion of singles, whether active or retired, the later departure of young people from their parents’ homes (chapter I) significantly influenced the transition from individual earned income to household income.

The polarization of employment within couples
The increased participation of women in the labor force naturally led to a decrease in the number of one-earner couples in favor households with two income earners: this rise amounted to approximately ten percentage points between March 1985 and March 2001.

The proportion of two-earner couples working full time, steady over the whole period, was tempered by the outlook for the economy, however, and tending to drop during periods of high unemployment. More noteworthy was the rise in the number of couples in which one held a full-time job and the other a part-time job; this pattern showed an increase of 8 percentage points over the period. In this situation, the number of “imposed” part-time jobs was low (at the most, it reached 5.1 % in March 1997 to revert to 4.6 % in March 2001):  this would therefore, more often than not, seem to be a pattern opted for by couples.

Table 1 – Employment within the couples       



       in %

	
	1985
	1986
	1991
	1997
	2001

	Two jobs 
	55.0
	55.9
	59.9
	60.2
	65.4

	Two full time jobs
	41.1
	41.2
	44.2
	39.3
	42.9

	Two jobs, of which at least one part time
	13.8
	14.7
	15.8
	20.9
	22.5

	                 of which “imposed” part-time jobs
	
	
	2.5
	5.1
	4.6

	One job, one unemployed or one inactive
	40.6
	39.5
	35.6
	34.1
	30.0

	One full time, one unemployed
	7.1
	7.6
	7.3
	9.2
	7.1

	One full time, one inactive
	32.0
	30.3
	26.7
	22.2
	20.5

	One part time and one unemployed
	0.6
	0.7
	0.7
	1.4
	0.9

	     of which “imposed” part time
	
	
	0.2
	0.9
	0.4

	One part time and one inactive
	0.8
	0.8
	0.9
	1.3
	1.4

	      of which “imposed” part time
	
	
	0.3
	0.5
	0.6

	Two unemployed or inactive
	4.4
	4.7
	4.4
	5.7
	4.6

	All told
	100
	100
	100
	100
	100


Scope:  all couples from 17 to 59 years with no retirees.

Note:  It has only been since 1990 that job surveys have made a distinction between “imposed” part-time, i.e. the expressed wish to work more. We selected 1991 as the 1990 survey was conducted in January rather than in March. The figures for the period between March 1997 and Mars 2001 comprise the last upturn, while the period from March 1985 or rather March 1986 to 1989 or 1991, cover the previous recovery. 

Sources:  Employment Surveys, CERC calculations

In couples where both members are active with one being self-employed, the second active member was increasingly less frequently self-employed and more frequently a wage earner. He or she may have been employed by the family firm. However, in the case of farm operators, the salaried member worked outside the farm to an increasing extent. The reason was often to offset the low level and variability of farm income with more steady regular wages (Delame and Lavigne, 2000). Yet another stable pattern over the whole period ensured a certain income stability, consisting of couples with one public sector employee and one private sector employee. Indeed, about one-quarter of all two-earner couples fell into this category.

The polarization of situations with regard to employment concerned both unemployment and reduced activity. Until 1997, the proportion of couples with reduced activity increased slightly, irrespective of whether neither member was working (unemployment or inactivity) or whether only a single member worked at a part-time job. Until mid-2001, the improved labor market was reflected in a decrease in the number of such reduced activity situations.

Several factors may give rise to such concentration in non employment or under-employment. The first is endogamous:  both members of a couple often share similar social origins and qualification levels. Hence unemployment is likely to affect either both members or neither one of them. The second, more controversial factor, calls to mind the old debate on “unemployment or low employment traps”:  the enhancement in living standard obtained by a couple in which only one member works in a low-wage job (e.g. part time or fixed-term contract) is limited compared to the standard of living enabled through replacement income or social minima they can both receive when both are inactive. A substantial adjustment effort has been made in this area since 1998.

Deterioration of employment for singles and single-parent families

Where singles or single parent families are concerned, the standard of living depends directly on the employment status.

The proportion of actives working among singles (about 80 %) fluctuates with the economic climate:  the number increased significantly between March 1997 and March 2001. The proportion of unemployed dropped by 2.8 percentage points, which was a direct result of the better employment situation affecting young people among whom the number of singles was high.

Table 2 – Activity of singles and single-parent families


               in %

	
	Singles
	Single-parent families

	
	1985
	1991
	1997
	2001
	1985
	1991
	1997
	2001

	Actives working
	83.2
	84.2
	79.0
	81.2
	72.4
	72.6
	70.6
	71.0

	Actives working full time
	77.0
	77.3
	69.1
	71.7
	64.0
	62.4
	55.6
	55.0

	Actives working part time
	6.2
	6.9
	9.9
	9.5
	8.4
	10.2
	15.0
	16.0

	of which “imposed” part time
	
	2.4
	4.7
	3.7
	
	3.9
	7.8
	7.0

	Unemployed
	7.9
	8.1
	13.1
	9.3
	11.7
	13.2
	16.3
	12.4

	Inactive
	8.9
	7.8
	8.0
	9.4
	15.9
	14.2
	13.1
	16.5

	All told
	100
	100
	100
	100
	100
	100
	100
	100


Scope:  Single households and single-parent families between 17 to 59 years as a whole comprising no retirees. Students and those enlisted in the military were not included among the inactives. 

Sources:  Employement Surveys, CERC calculations
As for single parent families, their employment behaviors remained relatively stable:  one-sixth of the heads of single-parent families were inactive. In 2001, the households in this situation were those single-parent families receiving minimum income support (RMI) or single parent allowance (API) or parental education allowance (APE). The relationship to employment changed significantly, however. The proportion of adults (most often mothers) holding a full-time job showed a 9 percentage point decrease between 1985 and 2001, and part-time work saw a distinct increase. For the heads of single-parent households, the distinction between “imposed” part-time work and “elected” part-time work is hard to interpret. Indeed, it is quite possible that the reason some mothers stated they did not wish to work more may be linked to child-minding concerns -- a situation we obviously cannot equate with “elected” part-time work.

The economic recovery at the end of the nineties seems to have had a beneficial effect on reducing unemployment in this type of household
.

STANDARD OF LIVING AND POVERTY:  france in relation to Europe 

In the mid-nineties
, the standard of living in France was somewhat above the European average. To make this comparison, it is best to measure income in Purchasing Power Standard (PPS) that takes into account differences in domestic price levels rather than current foreign exchange rates
.

Two groups of countries stand out. The countries of Southern Europe (Greece, Portugal, Spain, and Italy) along with Ireland, had distinctly lower standards of living than the average. France was among the richest countries but it ranked toward the lower rungs, alongside the United Kingdom and the Netherlands
, while Luxembourg was quite clearly in the lead
Table 3 – Standards of living in Europe in euros and PPS in the mid-nineties 
	Type of income


	GDP per capita (median)
	GDP per capita (median)
	BI per AccU  Individual (median)
	BI per AccU  Individual (median)

	Accounting unit
	Thousands of ecus
	Thousands of PPS
	Thousands of PPS
	Thousands of PPS

	Source
	National Accounts
	National Accounts
	European Panel
	European Panel

	Years
	1995
	1995
	1995
	1995

	Belgium 
	20.8
	19.8
	13.8
	12.6

	Denmark
	26.4
	20.8
	13.9
	13.1

	Germany
	23.0
	19.4
	14
	12.8

	Greece
	8.6
	11.6
	8.3
	7.2

	Spain
	11.4
	13.8
	9.1
	7.6

	France
	19.9
	18.3
	13.5
	11.9

	Ireland
	14.1
	16.4
	10.9
	8.9

	Italy
	14.6
	18.3
	10.1
	8.6

	Luxembourg
	34.2
	30.8
	21.9
	19.0

	Netherlands
	20.5
	19.3
	13.5
	11.5

	Austria
	22.3
	19.5
	14.3
	12.9

	Portugal
	8.4
	12.5
	7.8
	6.3

	United Kingdom
	14.8
	17.0
	13.6
	11.3

	Average EU (13)
	17.5
	17.6
	12.3
	10.7

	Sweden
	20.8
	18.1
	nd
	nd

	Finland
	19.4
	17.1
	nd
	nd


Sources:  European panel in European Social Statistics - Income, poverty and 

social exclusion, 2000 edition and European Community.

Standards of living are measured by the disposable income per consumption unit. Various indicators may provide a synthesis of the inequalities in standards of living. Three are commonly used in European comparisons:  the Gini index, the interquintile ratio
 and the monetary poverty rate. The latter is measured in relation to the proportion of households whose standard of living is below a threshold calculated in proportion to the population’s median standard of living.

Inequalities in income, measured using the Gini index or the interquintile ratio, are slightly lower in France than in Europe as a whole (than in all fifteen countries, in fact, except Finland and Sweden). This result remains the same if one takes into account stock-market income (net of direct taxation) or income after social transfers (the “standard of living”). The inequalities in living standards are fairly comparable in France, Belgium, Luxembourg, Germany, Austria and the Netherlands; they are somewhat less pronounced in Denmark and are much greater in the Southern countries, the United Kingdom and in Ireland.

The monetary poverty indicators provide similar classifications. Three thresholds are used in community statistics, with all three being defined in reference to the median standard of living in each country (40 %, 50 % et 60 % of the median).

Whatever the threshold, the poverty rate en France seems to be lower than the average for the 13 Union countries surveyed. The classifications change somewhat depending on the threshold selected, but Denmark, Luxembourg and Austria always remain ahead of the others in terms of low poverty rates. If a single standard-of-living threshold were to be set for all the countries in the Union – something that would have considerable significance in a more highly integrated economic sphere – the poverty rate would be lower in all the relatively rich countries on average, and much higher in the less wealthy countries (in particular Spain, Portugal, and Greece).

Table 4 – Poverty rate in 1995 depending on the threshold 

	
	Threshold
	60  % Threshold

	
	40 %
	50 %
	60 %
	Workforce in millions of individuals
	Poverty rate among the under 18

	Belgium
	5
	11
	17
	1.7
	20

	Denmark
	3
	6
	11
	0.6
	5

	Germany
	7
	12
	16
	13.1
	20

	Greece
	10
	14
	21
	2.1
	19

	Spain
	7
	12
	19
	7.1
	24

	France
	4
	9
	16
	
9.1(a)
	19

	Ireland
	4
	8
	18
	0.6
	24

	Italy
	8
	13
	19
	10.5
	23

	Luxembourg
	3
	6
	13
	--
	18

	Netherlands
	5
	7
	12
	1.8
	15

	Austria
	4
	7
	13
	1.0
	15

	Portugal
	9
	15
	22
	2.1
	23

	United Kingdom
	6
	12
	19
	11.1
	25

	EU 13
	6
	11
	17
	61.1
	21


(a) With a threshold at 50%, 5.3 million persons live below the poverty line in France. 

Sources:  European panel in European social statistics -- Income, poverty and social exclusion, 2000 edition and Cohen-Solal and Loisy (2001).
In 1995, in France, about 5.3 million individuals had a standard of living that was lower by half than the median, i.e. € 520 per month. Living Standards are highly concentrated around this threshold: about three million people had between € 415 and € 520 per month and 3.8 million between € 520 and € 622
.

In addition, the persistence of poverty has thrown further light on individual situations. Being able to measure this degree of persistence is difficult, however, and based on accepted norms. One of the possible means of assessment is to examine the proportion of persons living below the poverty threshold over a period of three consecutive years
. With a poverty threshold set at 60% of the median, 40% of the poor in France in 1996 were in a situation of persistent poverty and at a level comparable to that of Germany (41%), the United Kingdom (39%) or even Belgium (42%). In Denmark and in the Netherlands, the proportion was distinctly lower than the European average (24% and 25% respectively), while it was slightly higher in the countries of Southern Europe and particularly high in Greece (47%) and Portugal (54%).

The remarkable performances seen in Denmark and the Netherlands are not the result of different population structures but are due to lower persistent poverty rates for certain population categories. The low Danish rate reflects the very low levels of persistent poverty affecting single parents and couples with children there, while that of singles over 65 years of age is relatively higher than the rate for Europe. The low Dutch rate is also, to a lesser extent, the result of the low level of chronic persistent poverty in couples (with or without children), and of those over 65.

Where France is concerned, persistent poverty is relatively higher for singles under 65 years of age; the situation is more favorable for single parents, couples with two dependent children, or couples aged 65 and over.

evolution IN inEQUALITIES AND IN POVERTY
Whether examining the evolution in income inequalities or monetary poverty, it must be said that the task is a tricky one. The statistical sources and the way in which statistics are processed over the period are not always comparable where the benefits taken into account are concerned; it is, above all, impossible to take into account developments in investment income (INSEE 1999). Statistical data about self-employed households are particularly unreliable, especially regarding income progression. In addition, the variability of results within the sample is considerable
. 

Finally, the surveys were carried out during varying economic cycles and it may be difficult to distinguish between basic trends and cyclical conditions (thus, as concerns Tax Revenue surveys, the one for 1984 was conducted during a downturn, as were the ones for 1996 and 1997 to a lesser degree, whereas the one for 1990 was at the end of an upswing). And lastly, we have no information more current than 1997 that is based on homogeneous survey data comparable to those available till that date.
The general trend

Over and above the assessment uncertainties, it is clear that the seventies were characterized by a sharp reduction in living standard disparities (and in poverty) within French households as a whole. The trend continued at a slower pace in the eighties and would seem to have been interrupted during the first half of the nineties at which point certain inequality or poverty indicators showed a slight uptrend. The deterioration in the employment situations of active workers was one of the factors that led to the decline in their situation (chapter IV).

Graph 1 – Inequality indexes (Gini)
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Sources:  Tax Revenue surveys, INSEE-DGI. In Hourriez & Roux, 2001
The progression in the monetary poverty rate was fairly similar; it decreased substantially during the seventies, then tended to remain steady until 1997.

The information available on the evolution of inequalities or poverty since 1997 tends to be fragmentary. Indeed, the use of administrative sources (tax revenue surveys) has given rise to the late availability of consistent detailed information. Thus, for the recent period, it has only been possible to obtain less detailed information thanks to the continuous tri-annual sample surveys (EPCV) on living conditions which are small-scale surveys (about 6,000 households) whose results must be interpreted cautiously.

Graph 2 – Monetary poverty rate
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Sources:  Tax Revenue surveys, INSEE-DGI.
According to the EPCV surveys, the rate of monetary poverty seems to have been stable between 1997 and mid-2000 (Atkinson et al., 2001; INSEE, 2001b). The evolution in standard-of-living indicators seem more favorable, however (these indicators are intermediate between absolute and relative poverty indices). Poverty would seem to have remained steady among working households, whereas it had increased in this population category at the start of the decade (National Observatory of Poverty and Social Exclusion, 2000).

These indications are in line with various points made in the prognosis about the favorable consequences arising from the recent upturn. The recovery in employment and the increase in annual working hours, together with the stabilization in the rate of part-time work and the slight increase in the number of months worked significantly enhanced the wages of the first deciles (chapter IV). Similarly, the better job integration of the young and of the long-term jobless should contribute to reducing poverty among the working population.

In addition to the improved employment prospects, many measures related to social transfers have contributed to sustaining the standard of living of the most underprivileged and to reducing poverty. Thus, an assessment of the combined effects of the recent housing allowance reform, the implementation of the employment premium, and the lowering of the income tax rate schedule has led, all elements being equal, to decreasing the poverty rate (Lhommeau & Murat, 2001). Among the favorable factors, we should also mention the increase in the specific solidarity allowance, the development of incentives to encourage returning to work, the implementation of universal health cover (CMU), and particularly the “supplemental” universal health cover.

Nevertheless, while they make it more probable, these changes do not necessarily guarantee any decline in the monetary poverty rate due to the fact that this indicator is relative. Indeed, the economic recovery has raised the median standard of living, hence the poverty threshold. For the poverty rate to fall, it would be necessary for the situation of households in the lowest income distribution bracket to improve faster than households at the highest.

Shifting difficulties

However, the inequality or poverty indicators, more than the general trend, draw attention to the deep transformations in French society.

The improvement in the situation of pensioners

In the mid-nineties, the living standard of retired households was about 80% that of the working age population while it is now between 90% and 95%. This result, obtained from analyzing tax revenue surveys does not include investment income. As it happens, the latter represents about one-quarter of the income of pensioner households compared to one-tenth for working households. It is thus more than probable that the standard of living of retirees has reached that of the actively working population.

This result is quite remarkable compared to the situation observed in Europe
. Whereas the difference in the standard of living of pensioner households in relation to working households is about 10% in Europe according to the European Panel, it is around 5% in France and in the Netherlands. In these two countries, the elaborate nature of the complementary retirement system (compulsory in France) has contributed to raising the average level of pension entitlements
.

Over the long term, the improved standard of living of retiree households has arisen largely from the generational replacement effect of retired households which in time has led to a gradual increase in the proportion of retired couples each receiving one or several pensions as well as to an increase in their individual retirement entitlements.

The upward valuation of individual entitlements results from the lengthening careers during which workers contributed to their retirement and the pension indexation method when it was a function of wage progression. These two effects eased during the period:  therefore, in real terms, the progression in gross individual pensions slackened from 1.4 % per year between 1988 and 1993 (Dangerfield, 1994) to 0.9 % between 1993 and 1997 (Mesnard, 2001a). In addition, the rise in retirement levies during the nineties (particularly in 1996-1997) reduced the purchasing power of the net average pension by about 0.6% per year between 1990 and 2000 (Mesnard, 2001b).

Another indication of the improved situation of retired households is the continued downtrend in their poverty rate
 – retirees are now less often poor than wage earners.

The inverse was true until the mid-eighties. Between 1990 and 1997, poverty increased among wage-earners and the unemployed while it continued to decrease among retirees.

Working poor

The progression in unemployment or under-employment is the main factor explaining the rise in the inequalities in living standard within wage-earning and unemployed households (Atkinson et al., 2001). Thus, during the eighties while the standard of living of the first wage-earner deciles had slightly increased, it dropped somewhat between 1990 and 1996.

Graph 3 – Annual growth in the living standard of working & unemployed households 
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Source: Tax Revenue surveys, INSEE-DGI.

The poverty rate hence increased in wage-earning and unemployed households. This rise in poverty when actually working was, paradoxically, partly due to the improved income of retirees which therefore raised the median standard of living and thus increases the poverty rate of the working population, all things otherwise equal. By calculating the median standard of living solely of wage earning and unemployed households, and a poverty rate within these households alone, the evolution of poverty among the active population relates more closely to market factors. The rate of poverty was stable between 1975 and 1990 (with a few cyclical differences) and rose significantly between 1990 and 1997 due to the development of under-employment.

Graph 4 - Poverty rate of wage earners and the unemployed based

                on the two thresholds
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Poverty when working is especially due to the short duration of jobs obtained by household members (long-term unemployment or inactivity, part time, alternation between short contracts and unemployment episodes). To these factors may be added family factors:  the presence of children and inactivity of a spouse (Lagarenne & Legendre, 2000; Hourriez, 2001).

Poverty when working does not simply affect wage earners. It also concerns the self-employed, particularly in the farming world:  according to the INSEE evaluation (Tax Revenue surveys, 1996), of the 1.3 million poor workers, 350,000 were self-employed with half being farmers or home helpers.

A generational effect?

Whereas, during the nineties, poverty increased with age, it is now on the decrease. Each generation born before 1950 enjoyed, on average, a better standard of living than its parents. However, the standard of living of recent generations attains that of its parents at most (Legris & Lollivier, 1996; INSEE, 1998, Hourriez & Roux, 2001). Thus the relative situation of younger people has deteriorated over the past fifteen years. It is possible that the effect of increased family transfers may have somewhat offset this average result but very little information is available to confirm it. Furthermore, the effects of intergenerational transfers do not tend to reduce inequalities within a generation. The poverty rate of those under 30 increased sharply between 1970 and 1990, and particularly so since 1984. The poverty rate of the 25 to 29 year-olds rose from 3.9% in 1970 to 5% in 1979, and reached 6% in 1984. It subsequently steadied during the second half of the eighties (6.3% in 1990) and increased rapidly during the nineties (8.9% in 1996). Interpreting this phenomenon is nonetheless complex.

There is a chronological effect, on one hand:  entering the job market later because of extended studies has led young people surveyed at a given age to benefit less from a career effect than their predecessors. The later formation of couples also plays its part – young people are less frequently living with partners compared to their elders at the same age. Their standard of living, all things being equal, therefore suffers from not benefiting from the economies of scale possible to couples. The lengthening process of job integration at a time when integration unemployment compensation is less well indemnified (see above) is another explanatory factor. The asset factor may also emphasize the young’s low level of income since assets increase with age. In addition, the increased life span has led to the later transmission of assets. Furthermore, the rise in real interest rates until the last few years has penalized the young (more often borrowers), and been favorable to their elders (more often net lenders). The phenomenon was no doubt reversed during the seventies when real interest rates were lower, if not negative. Intergenerational equity problems may subsist:  the transition from a rapidly growing economy to a slow economy may mean, if seniority bonuses paid wage earners remain fairly high, for instance, that the remainder may be all the more limited to share out among the younger generations.

Increased risks of poverty for single-parent families

For single parents, the poverty rate (at a 60% of the median threshold) is 38% in France and 34% in the Netherlands. It is the higher in Germany (49%) and in the United Kingdom (54%), the European average being 45%. In Italy this rate is low (14%):  although allowances are generally not high, single parents receive relatively more advantageous benefits. In this country, but also in Greece (31%) and in Portugal (38%), the family solidarity factor (more frequent cohabitation) enables containing single parents’ poverty rate. In Denmark (9%), allowances are almost doubled for single parents (Chambaz, 2000a; Cohen-Solal and Loisy, 2001).

The deterioration in the relative situation of single-parent families draws attention to the need for making job-access conditions easier for them. The extension of incentives for job returners to include single-parent allowance beneficiaries is a step in this direction. However, child minding allowances should to be reviewed for this type of family situation since, more than any other category, it is essential that conditions needed for accessing satisfactory employment be met.

*

*     *

These few comments are far from being exhaustive, and particularly insofar as poverty situations are highly varied and often full of contrasts. This is why the CERC refers the reader to the reports drawn up by the National Observatory on Poverty and Social Exclusion for a more in-depth examination of these subjects.

CONCLUSION

France has traveled a long road to participate fully in the Economic and Monetary Union, the key factor in building Europe. At this moment in time, when a major symbolic threshold has been crossed with each and every French citizen now using the European currency, the CERC has decided, within the scope of its competencies, to examine employment, incomes, and social cohesion beginning in 1985 during an economic upturn and ending with another growth phase, a factor that enables minimizing the impact of the economic climate and to better assess the transformations underway.

During this period, the French economy has had to face increased globalization, technical transfigurations and the constraints of building Europe, as have its partners. These are the reasons why the CERC has been so keen to view our economy’s developments against the general European backdrop.

The CERC would have wished that this economic and social overview of France over the past fifteen years had highlighted the qualitative aspects of the changes underway to a greater extent:  progress in the values on which our society is founded, in the way each of us spends their time, in the capacity of public services to ensure a greater equality of opportunities, particularly in the areas of education and health, modifications in the labor force and work relations… Unfortunately, it did not feel that the elements available to it were sufficient to analyze these qualitative changes with all the necessary rigor. Similarly, in terms of social cohesion, the in-depth research conducted by the National Observatory on Poverty and Social Exclusion has prompted the CERC to refer the reader to the reports published by the Observatory.

We should initially recollect the most general observations even if they are already well known as linking them to one another enables perceiving a number of imperatives for the future and identifying some difficult, sensitive issues that will undeniably need to be resolved in one way or another.

OBSERVATIONS

Demography and social change
Over these past fifteen years, and looking to the future, we must more than ever insist on the major role of demography. The “demographic time bomb” arising from the baby boom which extended through the mid-sixties in France swelled the ranks of the working population. This will continue to be a burden as the magnitude of the ageing population is gradually accentuated and the large generations arrive at retirement age causing an inevitable imbalance in the current pension schemes. The dependency ratios at current levels already weight heavily on the working population; it should be recalled that these are the ratios between the young and retired populations in relation to the working population. As it happens, this burden will weigh even more heavily if we do nothing to ease it.

It is important, of course, to underline that the considerable numbers of young people being trained – largely because they are pursuing their studies – is actually and above all, an investment in the future. We are already seeing this being reflected in the renewal of qualifications (assessed by the level of initial education).

This renewal will accelerate since great numbers of people will be leaving the labor market over the years to come – many of whom have a low level of initial education.

In fact, the powerful demographic impact caused by the arrival of the large generations entering the age of retirement as of 2006 is more immediate, however. In addition, and more so than its partners, France is witnessing a rate of activity and employment that collapses after the age of 55, particularly in the case of men. We must remember that within five years the numbers in the 55 to 59 year-old age bracket will have increased by about one million people – or one third more than the numbers dealt with to date and for many years:  this is a formidable challenge for employment and training policies and a huge risk to the schemes financing substitution incomes (early retirement & unemployment).

If the magnitude and speed of these socio-demographic transformations thus pose problems, they may also simultaneously reveal themselves to be opportunities that facilitate adapting the production apparatus and the administrative system, thanks to the renewal and rejuvenation of the labor force.

A product of demography and of social transformation, the rise in the number of people living alone or single-parent families poses other questions as these households can be more fragile when confronting life’s hazards.

Employment
From the employment standpoint, we note an in-depth transformation in the nature of job occupations, qualifications requirements, and the ways such jobs are exercised. These modifications are largely of an irrevocable nature. At times, this may correspond to new expectations held by individuals (the urge for more responsibility and autonomy). However, this evolution can also be a source of new inequalities between those who know how to make the most of this new order because they enjoy an adequate cultural environment and educational/training level, and those who run the risk of being excluded due to lack of recognized qualifications or because of a failure to adapt.

If we compare the years ranging from 1986 to 1989, and those from 1997 to 2000, which had similar economic growth rates, France created more jobs during the second period. This is good news for all those who worry about the burden of unemployment and its high social cost. This means, however, that average labor productivity, and therefore the capacity to resist global competitiveness and to improve the standard of living is reduced.

It will undoubtedly be necessary to arrive at the appropriate dosage between economic requirements (competitiveness) and social requirements (full employment) or, if preferred, between highly productive activities linked to the technological revolution underway, and services to people, whose value is less recognized by markets but which fill demands and create many jobs. The risk, of course, is seeing working conditions but also wages diverge between these two major economic sectors.

Direct income
Where income inequalities are concerned, it appears that the spread has not widened due to the hourly wage but because of job duration. It is temporary jobs that fail to succeed one another regularly, along with insufficient part-time work by the week and, above all, long-term unemployment, that intensify wage inequalities and play a part in the development of the “working poor” phenomenon. In the long term, however, these two factors are not independent of one another.

In a society where attempts to increase the hourly wage spread are discouraged, the only two ways of avoiding worse employment inequalities consist in reducing tax levies and social contributions on low salaries – something that has been practiced a great deal since 1993 – and endowing every job seeker with sufficient competencies while simultaneously orienting the productive fabric towards high quality activities. High levels of qualifications in the labor force and high levels of quality in productive activities go hand in hand and experience has shown (particularly in Scandinavia, Switzerland, or Austria) that this solution contributes to a high level of employment and a reduction in earning income inequalities.

Redistribution
If France hopes to pursue its policy of limiting variations in disposable income and of reducing poverty, it will succeed first and foremost by improving employment, both quantitatively and qualitatively. The essential tools needed to achieve these results are appropriate macro-economic management to spur growth without stimulating inflation, and the transformation of labor market regulations so as to reduce long-term unemployment and enable everyone to progress towards better jobs.

To attain such objectives, France can only count on taxation and social transfers. We must not ask more of redistribution, whether based on fiscal or social revenues, than it can provide:  it can contain widening inequalities but it cannot durably avoid the consequences of under-employment. Fiscal policy has, in fact, contributed very little, if anything, towards moderating inequalities in primary incomes (earnings income and investment income) over the last fifteen years. Barring the growing role it has adopted in financing social protection, our tax system has changed very little and is the object of passionate and contradictory criticisms. Nevertheless, it will be necessary one day to reorganize and simplify it after having given some thought to the tax competition at play within the European Union, as much for businesses as for individuals.

The social welfare system, through the extension of social coverage and the development of means tested benefits, has nevertheless played a substantial role in reducing inequalities. There yet remains to ensure a lasting financial equilibrium, as well as adapting the system to socio-economic developments and to the risks born of job instability.

The eternal issue of equal opportunity 
In the long term, the fight against inequalities is also contingent on the progress made in ensuring the provision of equal opportunities that depend so heavily on the efficiency of public services and the ability to access these is a key dimension. It behooves us to recognize that the efforts made in this area have undoubtedly been short of those demanded from the productive commercial sector. Quality of life and standard of living do not depend solely on direct and indirect income. They are also a function of providing everyone with the possibility of accessing public goods and services. The CERC would like to devote a special report to this issue, thereby stimulating the analyses and studies that are currently lacking.

ImpEratiVEs
Promoting access to employment for a growing number of people
The opportunity for everyone who wishes to work to have a job is not primarily an economic objective:  employment is the leading factor in social cohesion because it provides income and is a guarantee of independence and security, and because it is a factor in self-realization and in participating in social life. Faced with the growing instability of family structures and life’s different phases, it is the best personal insurance one can have to face the uncertainties of existence and it is the favored method for ensuring social integration.

There is also an economic objective in addition to the social objective:  the more numerous the individuals contributing to national wealth production, the higher the per capita living standard is likely to become, the easier it becomes to finance the pensions of previous generations and, finally, the more acceptable becomes the notion of sharing one means into both private income and income earmarked for social contribution. Reaching this equilibrium between assumed responsibility and accepted responsibility constitutes one of the essential political problems for the future, as well as one of the toughest to resolve.

In order to increase the employment participation level, it is necessary to place into question the former early-retirement practice that was an easy out for corporations and an eagerly awaited solution looked forward to by many employees who felt they would thus avoid the job insecurity that haunts elderly workers. There is a matter of urgency in this respect and we must start dealing with this aspect of the demographic crisis immediately since nothing – or virtually nothing – has been done to date. Although no exaggerated recourse must be had to special schemes, it seems that it will be necessary to devote a customized program adapted to the needs of older workers over 50 so that they can continue their activity in a satisfactory fashion and confer the benefit of their experience on our society and our economy. Success is also contingent on seeing well-adapted human resource policies being implemented by companies and administration.

We must not, of course, forget the standard priorities of ensuring affirmative action in favor of workers who have not had the possibility either of preserving their job or of acquiring the necessary skills to defend themselves in the job market.

Implementing proactive employment policies
Job transformations will continue and may even accelerate if the new technologies and the changes in demand are as considerable as some foresee. The need to adapt to these changes is obviously of concern to wage earners who are working; it must take place in such a way that everyone is able to follow and participate in the mutations affecting their job position or be able to “bounce back” if it is eliminated. Both continuing education and appreciation of acquired skills are necessary investments to construct the careers of employees. As for the unemployed, their return to employment and to a “suitable” job also depends on the community’s capacity to promote access to such training that, too often, only concerns those who are already in the better positions.

For the people experiencing the greatest difficulties, a customized accompaniment virtually always proves to be a “paying proposition” since they regain confidence and are helped to mobilize effective means, as well as enabled to evaluate their potential more clearly and focus on objectives they can attain. Nevertheless, being hired for a job is not enough – it still needs to be consolidated or improved or transformed into a springboard that leads to a professional career. For the disadvantaged, the newly regained work is often one of casual labor and/or part time – here again, an individual accompaniment can avoid their becoming trapped in this type of work.

Finally, in order to establish genuine trajectories leading back to employment, there should be the possibility of associating substitution incomes with the advantages of job-seeking initiatives. The RMI does not meet this dual purpose as the situation currently stands. It would therefore be appropriate to grant the unemployed who are not receiving the “employment replacement allowance” the possibility of benefiting from means-tested compensation associated with the full set of services offered by the public employment agencies (evaluation, counseling, training, job searching, etc.).

Within the framework of the consultations between the State and the industrial-relations partners, it would be desirable to adapt our employment policy and our compensation schemes in concert with these important points.

Battling scholastic failure head-on 

Some 8 % of any age bracket leaves the educational system without having completed the minimal educational cycle (at CAP vocational aptitude certificate or BEP vocational training certificate level). This figure has hardly changed in fifteen years and the gap in terms of young people’s educational median has not stopped widening, thereby accentuating the discouragement of some or the feeling of abandonment perceived by others, while employers have tended to turn increasingly away from job candidates who do not even have the educational minimum such as defined by a type of implicit standard.

Many so-called “low-skill jobs” will remain in our societies, of course, but the issue of young people leaving their initial academic years without qualifications has worsened in relation to generations some twenty or thirty years ago. At the time, it was a question of becoming integrated into society where low-skill work was abundant and where the fact that one had not obtained an initial education beyond the CAP or the BEP level was frequent, if not the norm.

Currently, this situation applies to individuals who have not successfully completed their academic studies, who lack any prospects of being able to make up for this failure, who are often branded as such, and who find themselves in a situation aggravated by the fact that the failure can also be attributed to family-related factors or their social environment.

Providing these young people with “a second chance” risks remaining an illusion if this is conducted within the same context and under the same validation criteria as those accompanying the academic failure. It therefore requires that a major effort calling on ingenuity, individual follow up, and training be undertaken for the benefit of these young people. It may be a question of implementing special training orientations that are called in right from the secondary school level and enhanced in their eyes through specific incentives, or work-study programs whose effectiveness no longer needs to be proved. Another possibility is to make use of special training methods, oriented more towards acquiring skills than book knowledge, according to the problematic illustrated by Bertrand Schwartz in the “New Qualifications” actions conducted within the corporate framework.

In short, it would seem to be a question of introducing forms of “positive discrimination” that make these “second-chance” training programs attractive to both the young and to employers.

Initiating the implementation of lifelong learning
Prior to even beginning to pave the way for lifelong learning, it is important to make the most of our existing continuing education system. It is an acquired right for all employees. In reality, some individuals are more equal than others in this respect since we are witnessing the fact, within companies, that the young take greater advantage of this system than the elderly, executives more than staff employees, diploma holders more than non-diploma holders, employees of large corporations more than those working in SMEs, men more than women and, above all, employees working under indeterminate duration contracts much more than employees working under temporary contracts.

Improving the system is not a task beyond our abilities, even if the failure of negotiations between management and labor constitutes a worrisome factor because, both from a social and an economic standpoint, it is a top priority.

As for lifelong learning, it requires a vast social debate. It isn’t enough to bring up the notion at every opportunity. Briefly, and beyond implementing syllabus and pedagogical reforms, it is a question of enabling each and everyone to acquire the basics that will enable their self-realization, their ability to acquire knowledge and to accomplish their aims, as well as to learn to live with others. Possibilities must be made available to complete and enhance their various aptitudes by providing access to education and training from nursery school right through to retirement. Although these general thoughts on the matter have been presented all too briefly, one must entertain no doubts about the fact that it is a question of education rather than of training – the latter being often equated as being occupation related. It is the very foundations of education that, beyond the essential point which is the self-fulfillment of each and everyone, enable arming the young and less young so they can confront the demands and uncertainties of life and, more particularly, those of their professional activity. 

A FEW CONTROVERSIAL ISSUES

Can France ever benefit from an effective industrial-relations system?

The development of European nations has, once again, shown that the countries that were able to base themselves on ongoing exchanges and agreements between Government, Management, and Labor Unions were more capable of finding solutions to the problems arising from having to adapt to the single European market and to the Economic and Monetary Union criteria, to globalization, and to demographic transformations.

This partnership – which does not in any way exclude the natural differences that exist among the parties in question – has often taken the form of a national tripartite agreement having an undeniable success in fighting unemployment and inequalities, emending public finances, and sustaining economic growth.

France did not benefit from such a paradigm. Some believe that it is not possible to adapt such a system to our country in view of our traditions, the politicalization of social problems, the attitude of Management and Union divisiveness. They also cite, as an example, the confusion that reigns in the sharing of responsibilities between government and the industrial partners in the social security field.

Nevertheless, attempts at so-called social modernization – although these may quickly have disclosed their limitations – show that aspirations exist to develop a more active and deeper contractual reality among corporate heads and employees, on one hand, and on the other, that there is a desire to finally arrive at a clear definition of the respective roles to be conferred on the law and on the contract.

Furthermore, the experience gained over the past fifty years has shown on several occasions that our country can prefer industrial negotiations to the vagaries of irresolvable conflicts or the systematic intervention of the government, which sometimes seems incoherent.

For these reasons, the CERC recommends embarking upon the industrial relations brief once again with a common determination to find the best routes to achieving France’s top-priority objectives thanks to standing dialogue and contractual arrangements. The conference foreseen this year within the framework of the law on working-time reduction could be an excellent opportunity to lay out the problems linked to employment, to working conditions, and to the fight against inequalities. Rules clarifying the social dialogue could arise therefrom and thereby reinforce the meeting’s impact.

What policies should be directed towards low wages?
Is the cost of labor at the current minimum wage level a restraint to employment? The answer to this question is “Yes, probably,” and the transition to the 35-hour work week – while maintaining the former monthly wage in the case of the SMIC salary category – makes solving the problems more difficult no matter how justified this is in terms of the social minima policy.

Furthermore, the very high proportion of employees who are paid the SMIC (13.6 % in July 2000) – a proportion that risks becoming more extensive since the 35-hour work week is being broadened to include small companies – is checking the role of wage bargaining in a considerable number of sectors and it threatens to leave only room for corporate negotiations or to increased individual wage differentiation. Two issues must in fact be dealt with in this regard.

The first concerns determining whether social contribution relief on low wages must be pursued and how. This policy has enabled reinforcing the employment of individuals having low qualifications – an objective that will remain necessary for a long time to come. It also increased the redistributive nature of tax levies and social contributions. Nevertheless, it would be difficult to accentuate this without getting into some fairly fundamental issues regarding social welfare. Indeed, the current total of employer social contributions represent, beneath the ceiling, approximately 39 % of the gross wage when taking into account the flat-rate subsidy for working time reduction (and 44 % otherwise), while the employee’s contribution rate (plus the CSG and CRDS) amounts to 21.4 %. As it happens, the rates at SMIC level are respectively approximately 15 % (employer contribution) and 13.4 % (employee contribution, when the employment premium has its full effect). The easing of employer contributions has already virtually eliminated all the employer charges at minimum wage level (SMIC), except for retirement.

Thus attempting to go any further, in terms of employer contributions, would mean that taxation would begin to partly pay for financing retirements in a pay-as-you-go scheme. The problem is the same where employee contributions are concerned:  reducing them would lead to funding unemployment insurance or pensions through direct taxation revenues. This is not impossible as other countries have pay-as-you-go retirement schemes that are partly financed by taxation (Denmark). Nevertheless, it would modify the nature of old-age or unemployment insurance deeply and would imply making fundamental political choices.

The second question concerns the appropriate dosage to be achieved between the SMIC and the contractual minima under the policy designed to favor low-wages. In the current situation, too many wage negotiations by sector lead to contractual minima that are lower than the minimum wage and therefore not applied in practice. Can we count on contractual negotiations in order to pursue a policy designed to counter low wages appropriately? It is only under such a condition that we will be able to avoid having sole recourse to the SMIC. It is a hope worth considering in view of the action plan launched to redefine the respective roles of government and industrial partners.

What inequality reduction policy should be implemented?
It is society’s obligation, through its political agenda in particular, to define the desirable or acceptable degree of disparity or inequality in income distribution. The Council considers that it is necessary to reflect on the respective roles played by three elements that contribute to this:  fiscal policy, social welfare, and access to public services. By asking too much of the social welfare system, particularly through means tested benefits, we on one hand run the risk of preventing it from achieving other objectives and addressing our society’s evolving risks. We also run the risk of generating problems concerning the acceptability by certain social strata that might have trouble understanding why they are being excluded from certain benefits as a result of such orientations.

Noteworthy headway has been accomplished at the direct taxation level (CSG, CRDS) designed to finance social welfare by positing the principle of taxing all income (a principle which is not yet applied to all investment income and to certain benefits). It is not this report’s mission to propose a general income tax reform. However, since we are analyzing inequalities, we should recall the conclusions of the Tax Council about the taxation of assets:  “it is the households with the highest savings capacities who, by aggregation, can make the most of tax exonerations and exceptional arrangements (see chapter V in the report). By recalling this observation, the Council is not without being aware, too, of the constraints posed on our own tax system by the strong competition in this area as a result not only to “tax paradises,” but also of the tax systems implemented in other European member states. This makes the conciliation between equality and efficiency all the more difficult to attain.

What actions can be conducted to fight poverty and social exclusion?
The National Observatory on Poverty and Social Exclusion has just published its report.

While the CERC has been emphasizing the cause and effect relationships between employment and poverty, in pursuit of its mission, the Observatory has underlined that labor market initiatives actions, as indispensable as they may be, are not enough to reduce poverty.

Poverty is a complex, cumulative phenomenon. The Observatory insists on this fact in its general conclusion, by mentioning the highly diverse nature of its distribution throughout the territory, its many forms (youths, homeless, foreigners, single-parent families), the connection to more general inequality factors (health, housing, etc.).

Finally, the report highlights the vast progress represented by the endorsement of the 1998 law combating exclusion. We can also hope that evoking these problems at European level, as part of its open consultation method will quickly open the way to productive exchanges of experience and positive practices.

*

*        *

It is not the CERC’s purpose within the scope of this report to propose detailed reforms of policies applicable to employment, income, and social cohesion. In this overview of the past fifteen years, the Council has simply brought together the period’s major transformations and pointed up the connections between them. It has then made a point of insisting on certain aspects of public policy likely to modulate future evolutions in a positive fashion. 

It has pleaded, in particular, to see simpler, more carefully targeted legislation as well as for a clear sharing out of responsibilities between all the social and economic players. That said, it is highly aware that by recommending these two orientations it is broaching one aspect, but only one aspect, of the needed government reform.
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National Employment Agency
APA
Individual Autonomy Allowance

APE
Parental Education Allowance

API
Single Parent Allowance

APL
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(�) Household consumption by category as analyzed below is based on the breakdown by household consumption expenditure cateogry. Nevertheless, it seemed necessary to view the breakdown of household consumption as the sum total of expenditures households are responsible for added to indivisualizable consumption expenditures, particularly those made by government administrations for the benefit of households (health, education, and social policy). Nevertheless, this does not include tourist expenditures of non-resident households touring France and those of residents touring abroad.


(�) What is more, household health expenditures are very largely taken care of by their mutual insurance coverage:  90 % of households have taken out mutual insurance.


(�) The preceeding statistics concern University, or two thirds of higher education. Taking into account the other orientations does not change much:  there are proportionately many more children of workers (23 %) in the higher technician sections and many less (5.6 %) in management or engineering schools (intensive preparatory classes included) one thereby offsetting the other.


(�) Tel père, tel fils ? (Like Father, Like Son?), Claude Thélot, éd. Dunod, 1982. The title of the book is a question. However, the author concludes that when all is said and done, “the original background has an influence right down the line” (p. 175). Nothing seems to have changed much since then.


(5) This refers to the total fertility index, equal to the number of children a woman would give birth to if, throughout her reproductive life, the current age-specific birthrate remained constant.


(�) The employment rate is preferred to the activity/labor participation rate in many international comparisons to avoid distorting these due to the highly variable breakdown of situations between unemployment and inactivity.


(�) In Europe, 4 % of households are made up of couples with three children or more, compared to 10 % in Ireland, 6 % in France and 5 % in Belgium; in the other countries, this proportion is less than or equal to the average rate.


(�) A break in the families-with-children series explains why the evolutions are presented prior to 1990 on one hand, and following this date on the other:  the definition of families with children was then limited to the young under the age of 25. The lengthening of youth and, in particular, the more progressive and reversible nature of departure from one’s parents’ home (see below) explain the change in this definition in 1990.


(�) People who live alone are generally neither socially isolated nor, at times, emotionally so (case of non-cohabitating couples); on the contrary, they have a social network that is more highly developed than that of families (Kaufmann, 1994).


(�) The employment rate is more appropriate than the activity rate for young people, as well, for the purpose of conducting international comparison because the incentive to sign on for unemployment can be quite different from one country to the next.


(�) Schooling expectancy is an estimate of schooling duration for a child entering kindergarten the year under consideration, obtained by taking the sum of schooling rates at the various ages; like life expectancy, this indicator is a snapshot of a situation: length of schooling for members of the school year under consideration.


(�) The data available does not permit distinguishing between the two cases.


(�) And all the more so in that a necessary upward adjustment in the minimum wage had been implemented to correct the fact that the SMIG (minimum wage) had in no way benefited from the profits generated by economic growth from the 1950s up until 1968 (CSERC, 1999).


(�) It is obvious that such a fragmented overview with dated events such as the “1973 oil crisis” or the “1983 turnaround in economic policy” excessively concentrates developments spread over a longer period.


(�) Reinforced by the need for reduced household borrowings following the collapse of the speculative bubble at the close of the eighties (real-estate in particular).


(�) We unfortunately do not have more pertinent indicators than diplomas to evaluate the general qualification level of the labor force.


(�) There is no reason from an economic standpoint that the sharing out of added value should not progress in the long run; improved average employment qualifications or greater specialization in goods that incorporate relatively less capital equipment may lead to a trend in higher wages.


(�) It is still too early to obtain sufficient information to fully appreciate the specific characteristics of this cycle.


(�) Robert M. Solow, winner of the 1987 Nobel Prize in Economics.


(�) The easing of part-time employment payroll taxes was only slowed at the end of the period.


(�) In other words without deducting the interest paid, although on the whole income received and interest paid do not concern the same households.


(�) The analysis is particularly difficult because of institutional differences leading to different definitions of part-time jobs, for instance. 


(�) The notion of a fixed-term contracts (CDD) has significantly different definitions depending upon the country, for institutional reasons in particular, but also because of the way in which statistics are compiled. 


(�) We should note that European comparisons are difficult in this respect since the definitions of imposed part-time work adopted by Eurostat are not exactly the same as those adopted by the INSEE. In 1999, therefore, the INSEE figure was 40 %, while Eurostat showed 28 % for France. At that same date, imposed part-time work according to Eurostat came to 4 % in the Netherlands and 45 % in Greece. As a general rule, we note that the higher the proportion of part-time workers in a country, the less the proportion of imposed part-time jobs.


(�) This measure was taken to favor the development of “elected” part-time work (see the 1992 Marimbert report). It in fact largely contributed to developing part-time work whether selected or imposed.


(�) We are discussing the proportion of the unemployed within the age bracket here and not the rate of unemployment, which can be calculated by viewing the number of unemployed between 15 and 24 year of age in terms of the active persons in that age bracket (whether employed or unemployed). As it happens, two-thirds of the age bracket in question are studying in France and are therefore considered to be inactive.


(�) For details about the motivations and effects of employment policies, see Dares for instance: “40 ans de politique de l’emploi” (“Forty years of employment policy”), La Documentation Française, 1996.


(�) For the most part this is a conventional evaluation since it is largely made up of exonerations from social charges -- whether compensation is received from the State or not – exonerations on jobs that would not necessarily have existed without public intervention.


(�) Public sector enterprises were not eligible for this aid, while certain other business firms having signed working-time reduction agreements did not request aid because the required conditions were not assembled (reduction of less than 10 %, compensatory recruitments under 6 %, etc.).


(�) In Austria, 60 % of men aged between 55 and 64 years of age receive a disability pension, 30 % in Norway, the Netherlands, and Sweden, 15 % in Germany, Italy, and the United Kingdom, and 10 % in the United States.


(31) It is significant that most statistical publications focus on the distribution of income other than income from wealth.


(32) The extension in average life expectancy is reinforcing this trend, as inheritances are occurring later and later.


(33) This can be from the disposal or leasing of their business assets.


(34) The figures are from the 2000 report of the PURE network (Public Funding and Private Returns to Education) based on the Employment Surveys in fifteen countries (Martins and Pereira, 2000).


(35) At their maximum scope in 1953, they covered only 3.5 million employees, mainly in various service industries and the textile industry.


(36) Source:  New Earnings Survey.


(37) This represented a third of amounts paid in 1997.


(�) If, that is, we do not take into account the distribution extremes. Nonetheless, information about these very high compensation levels, even fragmented, does tend to influence the way people perceive inequalities. 


(39) This is highlighted if we look at the Employment surveys, but the results are cross-checked by specific analyses carried out using the Annual Social Data Declarations (DADS) provided every year by all companies in the private and semi-public sector that have employees. These declarations are the main source of information on salaries in this sector.


(�) In terms of analyzing the inequalities experienced and which call for correction if possible, imposed part-time employment only is to be taken into account.


(�) This corresponds to the processing of inequalities in income from work for households in sources such as the surveys on taxable income by the INSEE-Internal Revenue Department (DGI), since unemployment benefit is not considered separately from wages.


(�) Although this is still subject to debate. 


(43) The Earned Income Tax Credit is different, however, in that it is straightforward relief on low wages, taking into account the total income of the household. 


(�) Net agricultural earnings per active worker in real terms is a national accounts concept – it is close to current earnings before tax, since the only differences are the valuation rules for fixed assets and stocks, as well as the accounting treatment of insurance premiums and allowances.


(�) Including those working in hospitals who are self-employed.


(�) The total tax and social security contribution level is also a function of the significance of functions assumed by the State (but deviations in terms of employment concerning these functions are not significant between France and the United States). Lastly, it depends on the efficiency with which the means implemented allow the missions entrusted to government-controlled entities or bodies in charge of social welfare to be achieved.


(�) And where, due to the lack of a public nursery-school system, children only start school at about six years of age.


(�) The recurring difficulties encountered by the public health and education system in the United Kingdom are also the negative facet of its low total tax and social welfare burden.


(�) It remains to be verified that some government-financed systems, like higher education, do not also enhance inequality, given the members of the public who are staying in school for increasing periods of time


(�) Household consumption and administration consumption (net of salaries).


(�) Variations in estimates among the various studies make it difficult to determine the investment income tax rate in France compared to other European countries. It would seem, however, that the increase in the investment income tax rate in France between 1995 and 2000 appears moderate in comparison to the evolutions recorded in other European Union countries.


(�) The growth in the contribution rate should also be viewed in the light of the various components’ evolving deficits. It should be noted that the national accounts have been listing the deficits of the social welfare institutions in the central government accounts since 1995, with the CADES ("Caisse d'Amortissement de la Dette Sociale" (social debt sinking fund) coming under this heading


(�) A taxable household cannot be equated as simply one household since a marriage during the course of a given year generally gives rise to three tax households being counted, for instance.


(�) Only income from the “A booklet” and from the Codevi are exempt from the CSG and CRDS.


(�) Life insurance policies taken out since September 25th, 1997, no longer benefit from this advantage, although the saver retains this benefit for policies tied to stocks.


(�) The balance corresponds to an estimate of undeclared income, whether this is voluntary or not --income that may possibly not have been subject to tax. The estimation must thus be treated with caution.


(�) Disposable household income increased by social transfers in kind (particularly administrative expenditures principally benefiting households).


(�) Including early retirement and professional integration and reintegration expenditures.


(�) One family can have recourse to several child-care methods during the day or the week, both at a collective and individual level.


(�) Minimum reintegration income, minimum old-age benefit, specific solidarity allowance, reintegration replacement income benefit; disability minimum and handicapped adult allowance; widow’s allowance and single parent allowance.


(�) The income variance prior to redistribution is, in fact, undoubtedly much higher:  from estimated statistics, the inclusion of income from assets probably raises the ratio from 1 to 15 or 16 where income is concerned and the variance on disposable income from 1 to 7. In addition, households whose taxable income is negative or those whose disposable income is nil have been eliminated in this statistical exploitation.


(�) To these evolutions, it would be appropriate to add the effects of the progression in the rate of social contributions “upstream” of taxable income, but the published results present more methodological problems. Indeed, one of the difficulties of the method selected in these statistical micro-simulations is that the structure of the population is assumed to be unchanged, that the same is true of the reference household income, and finally that certain benefits are not described by the redistributive effects (such as health care for instance) while the increase in contributions is. We then simulate the effect of rising contributions for retirement , unemployment, and health without finding their counterpart in income.


(�) It would also have been possible to present the results obtained by Sastre and Trannoy in the CAE report on economic inequalities, for instance.


(�) In the pure Beveridgian system, of which a good illustration is the system at work in the United Kingdom, the unemployment compensation or State pension benefit payment is uniform.


(�) Conversely, episodes of unemployment are of shorter duration for many young people, but this is not true in all cases.


(�) Aside from certain situations linked to age, disability, or the burden of young children.


(�) It is clear that this objective is partly at the origin of the progression in the AGED and the AFEAMA, permitting the reduction in moonlighting as well.


(�) We have only evoked the means-tested national benefits so far. The analysis should, on one hand, be extended to include certain local benefits and, on the other, all the elements leading to a reduction in accessing costs for certain publics, including the cost of day-care centers and nurseries, along with public transportation, for instance. 


(�) Or, in another area, the tax on furnished accommodations (TH).


(�) It should be noted, however, that the dividing line between inactivity and unemployment is always hard to draw and that the changing profile reflecting the proportion of inactive persons among singles as among heads of single-parent families is hard to elucidate.


(�) The data available, both for France as for the other European countries, does not allow any detailed analysis of the late nineties.


(�) In addition, between 1995 and 1998, the time at which parities were laid down intangibly among the twelve countries of Euroland, European currencies were again significantly readjusted.


(�) It is probable, in view of the moderate evolution in the GDP between 1995 and 2000, that France’s position shifted somewhat downwards.


(�) The interquintile ratio is the ratio between the average income of 20% of the richest individuals and the average income of 20% of the poorest, the Gini index taking into account the complete form of distribution.


(�) This high concentration around a poverty threshold of 50 % of the median is a sensitivity-enhancing factor in the laying down of the conditions of eligibility or non eligibility of the income related allowances fixed around this threshold (universal health cover, for example). 


(�) One of other problems linked with this kind of measurement is that it does not take into account the intensity of poverty but only considers a threshold. The fact of exceeding it for a given year by one euro hardly changes people’s situations at all.


(�) They are not generally presented on their own in publications.


(�) A comparison in the standard of living of the active and the retired population reflects the measurement standards selected. If, as does Eurostat, the statistical unit used is the individual rather than the household, this raises the standard of living of the retired (Hourriez and Legris, 1995).


(�) It is necessary, however, to be aware that this result is based on data in which investment income is hard to assess. In some countries, resorting to retirement plans through funded pension plans is extensive, although pensions financed by funded pension plans are nonetheless included in aggregate pension data in the European Panel. In more general terms, a significant statistical bias may occur in view of the fact that pensioners’ average investment income can differ widely from one country to the next.


(�) Among retirees, measuring the poverty rate is more significantly affected when taking investment income into account. For a great many of them, and particularly the former self-employed, retirement income is largely based on income from assets accumulated to this end, or from transferring their professional assets. Another biasing factor is failing to take into account the usage value of the home (fictitious rents) to its owners, which is a more frequent situation among retirees than active households (INSEE, 2001). Once these two factors have been taken into account, the rate of poverty of the retired is reduced by half.
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