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THE CLOUDS LIFT

The year 2001 marked a levelling-off in the
expansionary phase of the French econ-
omy. Quite apart from the figure for annual
average GDP growth (2.0%), the scale of the
slowdown emerges from the very low
year-on-year figure (0.9%). This marked
slowdown in activity is explained by two spe-
cific factors. an exceptional contraction in
foreign trade, associated with the simulta-
neous pause in the expansion of all the major
economies, and the rapidity with which firms
reacted to the deterioration in the world out-
look, which in Europe led to a an intense
de-stocking movement and an early reduction
ininvestment spending. The only mainstay of
growth in France was the rise in household
consumption, whichwaslargelytheresult of a
record (4%) rise in purchasing power. The
slowdown in activity brought a halt to there-
duction in unemployment from Q2 on, al-
though theincreasein employment during the
year (1.5%, or 226,000 additional jobsin the
market sector) was greater than the
year-on-year risein GDP.

The salient feature of the world economy in
the early part of 2002 is the increasing num-
ber of signs that the United States economy
has passeditscyclical trough. Admittedly, the
international environment of the euro zoneis
far from showing uniform improvement. Ja-
pan is not out of recession. Activity in the
emerging regions, with the exception of cer-
tain Asian high-technology producers, is still

in a depressed state. However, business |ead-
ers expectations are improving throughout
Europeandthisislikelytoleadtolessrestric-
tive behaviour and, in particular, permit a
rise in industrial output, a sector whose
marked contraction accounted for the whole
of the 0.2% declinein GDP intheeuro zonein
Q4 2001.

In France, the more positive view taken by in-
dustrial leadersregarding stock levels shows
that the return to more neutral corporate de-
mand behaviour hasbegun. Investment isbot-
toming out and could return to positive
growth asof theend of Q2 2002, especiallyifa
revival in exports were to confirm the im-
provement in the international climate. The
risein household consumption, although less
brisk thanin 2001, can be expected to remain
closeto 2% at annual ratein H1, under pinned
by the sharp rises in income towards the end
of last year. French households admittedly
seem somewhat less inclined to consume, but
the concer ns stemming fromthe deterioration
of the labour market should be cushioned by
the slowdown in the rise in unemployment,
with the rate standing at close to 9.2% of the
labour force in June. Growth in spending
would also be based on a distinct easing of in-
flation. In the absence of any new external
shock, the year-on-year price rise seems
likely to be 1.3% in June. In these circum-
stances, growth should return to an annual
rate of closeto 2% in Q2.m




The world economic slowdown that began in the
middle of 2000 in the United States persisted
throughout the past year, deepening in the second
half. Both the United States and the countries mak-
ing up the euro zone posted declinesin activity, in Q3
for the former, Q4 for the latter. France was not
spared this general tendency and its GDP showed a
fall of 0.1% in Q4.

Intense deterioration in the business cli-
mate at the end of 2001

Against a general background of falling corporate
demand, the events of 11 September further wors-
ened expectations. After giving afew faint signs of
recovery at the end of the summer, American busi-
nessleaders morale slumpedin Q4. In France, asin
the whole of the euro zone, the worsening of the
business climate intensified, to a point even below
that reached in the trough of 1996, marked by avir-
tual stagnation of activity.

Thedeterioration in expectationsled to the cancella-
tion of numerous investment projects. The fall in
spending on equipment in the United States per-
sisted, reaching 8% year-on-year at the end of 2001,
after having maintained an annual rate of the order of
13% up to mid-2000. Productive investment in the
euro zone” fell less sharply, from a year-on-year
change of 7% at end-2000 to -4% at end-2001. In
France, the corresponding fall was of the order of
Y%, whereasat theend of 2000 it had shown arise of
11%.
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Another consequence of thismarked deteriorationin
expectations was a de-stocking movement, which
was on a huge scale from the beginning of last year
and persisted in the second half. By the autumn,
stock changes were having a negative impact on ac-
tivity in the United States for the sixth quarter in a
row. In all, stock changes trimmed one percentage
point off American growthin 2001 and half apointin
the case of the euro zone. The contribution for
France was negative by 1 point, aresult whose only
precedent is the 1993 recession. Moreover, leaving
aside aircraft and shipbuilding®, the phenomenon
was registered in five consecutive quarters, some-

(1) Based on corporate spending on industrial equipment in the
principal countries (France, Germany, Italy and Spain), whose
combined GDP accounts for 80% of the euro-zone total.

(2) Subject to wide quarterly swings, depending on the precise tim-
ing of deliveries of shipsand aircrafts.

FRANCE : GROSS DOMESTIC PRODUCT (volume) BY TYPE OF EXPENDITURE

(at 1995 prices seasonally and working-day adjusted data, % change from previous period)

2000 2001 2002
2000 | 2001 |2002*
Q1 | @ | @ | @4 | Q1 | Q@ | @3 | Q4 | Q1 | Q2
GDP (100%) | 0.8 | 09 | 06 | 1.0 | 04 | 02 | 05 |-01 | 03 | 05 | 36 | 20 | 08
Imports %) | 47 | 37 | 40 | 29 | 22 | -12 |18 |-47 | 07 | 06 | 154 | 02 | -3.6
(of which merchandises) (4%) | 49 | 39 | 44 | 30 | 26 | -14 | -24 |-48 | 07 | 09 |170 | -08 | -3.8
Consumption (54%) | 06 | 05 | 05 | 04 | 14 | 03 | 1.1 | 02 | 05 | 06 | 29 | 29 | 16
Public consumption (24%) | 04 | 08 | 04 | 08 | 03 | 05 | 08 | 02 | 06 | 06 | 23 | 21 | 17
Investment (20%) | 1.9 | 20 | 1.3 | 16 | 05 | 02 | 03 |-01 | 00 | 01 | 62 | 28 | 01
of which:
Non financial corporated and Q%) | 19 | 24 | 21 | 23 | 02 | 03 | 02 |02 |-02 | 01 | 72 | 38 | 01
unincorporated enterprises
Households (5%) | 22 | 1.4 |-01 |03 | 04 |-12 | 05 | 00 | 03 | 00 | 46 | 02 | 0.3
Exports (29%) | 39 | 41 | 25 | 34 | 06 | -17 | -14 | -38 | -01 | 03 |133 | 1.1 | -3.9
(of which merchandises) (24%) 4.0 4.3 21 32 | -07 | -27 | -10 | 43 | -0.2 0.5 | 139 01 | 43
Domestic demand 08 | 09 | 06 | 08 | 09 | 02 | 08 | 01| 04 | 05| 34 | 27 | 1.3
Contributions to growth
gﬁfﬁ;g;”j”d excluding inven- 08 | 09 | 06 | 08 | 09 | 02 | 08 | 01 | 04 | 05| 33 | 26 | 1.3
Inventory changes 01 | -0.2 0.3 01 | -0.9 02 | -05 | -04 0.2 0.1 04 | -10 | -03
Net foreign trade 01| 02|-03]| 02| 04]|-02]01]01]-02]|-01|-02]04]-02

Forecasts
* carry over effect at Q2
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thing also not seen since 1993 in France. Thispersis-
tence of the de-stocking movement throughout the
world, unusual to say the least, shows the extent of
the additional negative shock provided by the events
of 11 September.

Last year’s spectacular decline in world
trade

The decline in corporate demand led to a marked
diminutionin international trade, which then propa-
gated , in intensified form, the shock wave emanat-
ing from the United States from one country to
another.

Inthefirst place, the decline affected, asearly asH2
2000, the new technol ogies sector and therefore had
animmediate adverse effect on activity in the South-
east Asian countries. Inthe end, however, no country
in the world was entirely spared. Japan, which had
still not managed to put deflation behind it during the
previous upswing, again plunged into recession. The
stagnation of the United States economy had a se-
vere effect on Canada and Mexico, while Latin
Americawas hit, in addition, by the crisisin Argen-
tina. The Central and Eastern European countries
suffered from the effects of the slowdown in Western
Europe.

The decline in the trade flows for the leading
euro-zone countries was al the greater in that a
wait-and-see attitude on the part of European firms,
coming on top of the severe shock to demand from
outside the zone, led to a marked diminution in
intra-European trade. Exports (including intra-zone
trade) eased from year-on-year growth of 12% at
end-2000 to adecline of 2% at end-2001, the corre-
sponding figures for imports being +10% and -4%.

Francetook its placein thisgeneral panorama, post-
ing an unprecedented contraction in its exports and
imports at the end of last year. Theimport cyclewas
amplified by events in the new-technology sector.
For example, taking French data®, this sector ac-
counted for more than 40% of the slowdown in im-
ports of manufactures seen between end-2000 and
end-2001.

Consumption strong in the United States
and the United Kingdom

In response to the restrictive behaviour of firms, the
economic policy reaction in the United States was
highly determined. The Federal Reserve throughout
2001 carried out apolicy of sweeping cutsinleading
rates. In addition, following theeventsof 11 Septem-
ber, the United States government considerably
stepped up its spending. Excluding general govern-

EURO ZONE : CONJONCTURE IN MANUFACTURING INDUSTRY
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ment expenditure, GDP would have posted afurther
fall of 0.1% in Q4 2001, whereas in fact it rose by
0.3%.

In contrast to the sharp declinein corporate demand,
private consumption remained the other pillar of
United States growth towards the end of the year.
Admittedly, thesharp upturn of 1.5%in Q4 islargely
explained by car purchases alone, temporarily
boosted by an extremely aggressive policy on the
part of the carmakers (deep discounts, zero-interest
loans for the purchase of new vehicles).

In the United Kingdom, too, it was the exceptiona
firmness of household spending that underpinned
the continuing growth, albeit at a slower rate, of the
economy. Private consumptioninthe UK rose by al-
most 1% aquarter throughout last year, with the con-
tinuing strong rise in incomes in H1 2001 being
replaced as the principal driving force in H2 by the
marked risein house prices and the consequent posi-
tive effects on household wealth.

France has weathered the storm better

than its euro-zone partners
_____________________________________________________________________|

By comparison with these two countries, household
demand in the euro zonewasdistinctly lessdynamic
in H2 2001. Following the slowdown posted in 2000,
as aresult of the reduction in consumer purchasing
power brought about by therisein oil prices and the
depreciation of the euro, household demand never-
thelesspicked upin H1 2001, under theimpact of tax
cutsintroduced in the zon€e' slargest countries (Ger-
many, France, Italy). Since the middle of the year,
however, it hasagain weakened considerably. In par-
ticular, slack demand on the part of households,

(3) The calculation made here is based on a somewhat broader ag-
gregate, corresponding to the total of the two branches “ electrical
and electronic equipment” and “ electrical and electronic
componants’ .
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bearing thefull brunt of the deterioration inincomes
linked to the activity, isthe probable explanation for
the recession in Germany.

In these circumstances, the growth rate for French
consumption stood out by comparison with itslead-
ing partners, remaining on an annua upward ten-
dency of theorder of 3% in both halvesof 2001. This
performance is explained by an unprecedented rise
in household incomesin 2001, despite the deteriora-
tion on the labour market during the year.

Slowdown in the total wage bill
_____________________________________________________________________|

In fact, dependent employment growth in the com-
petitive sector began to slow down in Q2, following
three extremely favourable years. The probabl e out-
turnfor job creationin 2001 is230,000, asagainst al-
most 570,000 the previous year. In the first place,
this decline is linked to the slowdown in economic
activity but it is also explained by the weakening of
theimpact of the reduction in working hoursfollow-
ing the major waves of the shift to the 35-hour week
by the largest firmsin 2000. Taking into account the
lags inherent in the productivity cycle, the gradual
improvement in activity in H1 2002 is unlikely to
stem this movement before next June, with depend-
ent employment in the competitive sector continuing
to slow down. Total employment would barely rise,
by 0.1% in the first part of 2002, as against 0.6% in
H1 2001 and 0.3% in H2.

The weakening of the employment situation has had
an unfavourableimpact onthetendency intheunem-
ployment rate (ILO definition). Having declined to
8.6%in QL, it then picked up againin Q2 before sta-
bilising sincethe beginning of Q3 at 9.0%. Inview of
the small increase expected in employment, it seems
likely to stand at 9.2% this coming June.

The slowdown in employment in the competitive
sector has brought with it adeclinein the total wage
bill, whosegrowthisset tofall fromanannual rate of
6% in the period up to mid-2001 to dlightly over 3%

FRANCE : WAGE BILL* AND CONTRIBUTIONS
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in mid-2002. Meanwhile, wage rates have remained
relatively dynamicin the private sector, underpinned
by earlier price rises and despite the slow risein un-
employment and the continuing wage restraint
linked to the reduction in working hours. The
year-on-year changein the average wage per head at
theend of theyear wastherefore much thesameasin
mid-2001, slightly below 3%. Itislikely toremain at
this rate until mid-2002.

Income growth still substantial following
the record years 2000 and 2001

The other components of income madeit possibleto
offset the impact of the slowdown in the total wage
bill in the competitive sectors. Wages and salaries
paid out by general government benefited from suc-
cessive revaluations of the index applied to grossre-
muneration. Benefits paid to households also
accelerated, as a result of the revaluation of retire-
ment pensions and the rise in unemployment bene-
fits. These benefits should continue to increase at a
firmratein H1 2002. In the final analysis, the slow-
down in household disposable income before tax is
not as great as in the case of earned income in the
competitive sectors, with annual growth falling from
thevery high rate of around 5% at end-2000 in nomi-
nal termstowhat isstill arobust rate of around 4%in
mid-2002.

In addition, households benefited from further tax
cuts in H2 2001. The reduction in rates for al in-
come-tax brackets, aswell astheintroduction of the
employment premium (later doubled towards the
end of the year), reduced the tax take by roughly 5.2
billioneuros(equivalentto 0.6 of apoint of grossdis-
posable income).

Finally, the reduction ininflation seen in Q4 and the
further reduction expected between now and theend
of Q2 2002 are having a favourable effect on pur-
chasing power. After peaking at 2.3% last May,
mainly because of the risein the prices of fresh pro-
duce, inflation eased in Q4 inlinewith thefall inthe
oil price, to stand at 1.4% at end-December. At the
same time, underlying inflation has continued its
slow rise, reflecting the passing on of earlier risesin
the ail price and the depreciation of the euro. Be-
tween now and the end of Q2, onthe assumption of a
USD/EUR exchange rate of 0.88 and an ail price
closeto USD 22/barrel, theimpact of imported infla-
tion is likely to be limited. Underlying inflation,
which reached 2.2% in February, is expected to ease
slowly, to stand at 1.9% next June. Following the
marked upturn recorded in the early part of 2002,
mainly as a result of a further surge in the price of
fresh produce®, the declinein overall inflation is set
toresume, reaching 3% in Juneand benefitingin par-

(4) Aninitial estimate puts the impact of the changeover to the
euro on the year-on-year pricerisein Franceinjanuary at around
0.1 of a point.
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ticular from the exit from the year-on-year calcula-
tion of the price rises recorded last spring for fruit
and vegetables.

Everything considered, following two years in
which purchasing power roseat record rates(3.6%in
2000, 4.0% in 2001), household disposable income
islikely to slow downintheearly part of the year but
remain on a generally favourable upward path. In
mid-2002, the statistical carry-over would be 1.8%,
compared with 2.9% in mid-2001.

French consumption still solid in H1 2002

This slowdown in incomes would bring with it a
slowdown in consumption, likely to grow at arate of
around 2% within the time frame of this Note, com-
pared with 3% in 2001.

Expenditure on manufacturesislikely to slow down
toanannual rateof about 1.5%. In particular, car pur-
chases have weakened somewhat in the first two
months of the year. Consumption of services, for its
part, is likely to continue to grow at an annual rate
above 3%, benefiting from a recovery in tour-
ism-linked expenditure.

Theresulting overall growth rate is compatible with
astabilisation of the saving ratio at the high average
level recorded for 2001. Last year’ srise of almost 1
percentage point in the saving ratio is explained in
thefirst place by the acceleration in income growth,
but the decline in household confidence and the
waorsening of the labour market in 2001 also proba-
bly contributed to the scale of the increase. In H1
2002, the precautionary saving imputableto therise
in unemployment islikely to be counterbalanced by
traditional trade-off behaviour aimed at cushioning
the slowdown in income.

Thisscenario of consumption growth would also ap-
ply to the other countries of the euro zone, but in a
minor key. Therise in European household demand
islikely to be at an annualised rate of between 1.5%

COMPONENTS OF FINAL DEMAND
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and 2% in H1 2002. Against a background of slow-
down in nominal incomes, the slight improvement
would be linked to the disinflationary tendency. The
consumer priceriseinthe euro zonefell from apeak
of 3.4%in May 2001 to 2.4%in February and can be
expected to be no more than 1.7% by June 2002.
Meanwhile, after deteriorating in 2001, European
household confidence has stabilised in the past two
months, remaining slightly aboveitslong-period av-
erage.

Perceptible signs of recovery in activity in

the early part of the year
_____________________________________________________________________|

Certain signs of recovery intheworld economy have
emerged in the early part of this year. Industry in
Southeast Asia, amajor exporter of el ectronic goods,
isnow experiencing an upturn. Thefiguresfor indus-
trial output in January 2002 showed strong
year-on-year growth in Korea (6%) and Taiwan
(15%). This shows that the new technology sector,
where the downturn had been the trigger for the
slowdown in the world economy in 2000, seems to

be regaining strength.

FRANCE INFLATION BREAKDOWN
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Increasing signsof arevival in activity arealso to be
seen in the United States. American businessmen’'s
morale, which had been at a low point in October
2001, has picked up decidedly in recent months, re-
turning to its Q2 2000 level. Moreover, the worst
seems to be over in the United States as regards
workforce adjustment. After the massive (over one
million) joblossespostedin 2001, thefirstindicators
available since January are pointing to a slight im-
provement. Theunemployment rate, which had risen
from 4.0% to 5.8% between December 2000 and De-
cember 2001, fell back to 5.5% in February 2002.
This suggests that GDP growth should be back on a
decidedly positive tendency by Q2.

Aboveall, the business surveysindicate an improve-
ment in the outlook reported by firms in the euro
zone. INSEE’s composite business climate index,
which encapsul atesthe mood of surveysin European
manufacturing industry, has been rising again since
December. Meanwhile, our euro-zone turning-point
indicator, which had been at its lowest point since
April 2001, moved back into positive territory in
February. While thisimprovement in expectationsis
for the time being merely a correction of the addi-
tional drop recordedin Q4, it makesit possibleto ex-
pect arecovery inindustrial activity in Europeinthe
short term. Industrial leaders had substantially run
down their stocks throughout 2001 and their re-
newed confidence can be expected in the first place
to be reflected in aperceived need to rebuild stocks,
or at least apply lessrestrictiveinventory behaviour.

France is participating in this improvement. The
prospects for own-firm production reported by in-
dustrial business leaders have picked up substan-
tially and their viewsregarding stock levelsaremore
favourable. The improved outlook reported in the
latest business surveysis not confined to manufac-
turing industry. A similar tendency is to be seen in
services and, to a smaller extent, in wholesale and
trade. The building and public works sector, for its
part, continues to post a high level of activity, even
though it isnow growing only very slowly following
the rapid growth in the years 1998 to 2000.

In these circumstances, whereas the contribution
from stock changes had a major negative impact on
French growth throughout 2001, it can now be ex-
pected, as a corollary, to be positive for activity
throughout H1 2002, contributing roughly one-third
of the growth. The revived momentum in inter-in-
dustry trade should set foreign trade once more on an
upward path, for both France and the euro zone asa
whole. With capacity utilisation rates continuing to
fall until the end of 2001 and with profit marginsun-
likely to do better than level out in H1 2002, these

INVENTORY AND BUSINESS MANAGERS’ OPINION
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positive signs are too recent for one to be able to
count on aclear-cut acceleration ininvestment in the
very short term, in either Franceor theeuro zone. But
alevelling outisneverthelesslikely by theend of Q2,
with the ECB’ smonetary policy, which ison the ac-
commodating side, presenting no obstacle to a sub-
sequent upturn, once business |eaders take the view
that the improvement in the prospectsfor demand is
set to last.

All in al, following a marked slowdown in French
activity in2001, with GDPactually falling slightly in
Q4, it can now be expected to pick up gradually toan
annualised rate of close to 2% in Q2 2002. This
would match the growth pattern expected for the
euro zoneasawhole. m
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