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UPSWING PHASE

I n the end, the Asian crisis put only a tem-
porary damper on the recovery posted by
the French economy in the past three years.
Activity accelerated distinctly in Q2 1999, with
the H2 growth rate (4%) comparable to that
of end-1997. The most visible consequence
of this was a sharp increase in employment.
Dependent job creations in the market sector
are now expected to total 320,000 in 1999,
implying a fall of three-quarters of a point in
the unemployment rate during the year.
Growth in 1999 is principally explained by
continuing firm domestic demand excluding
stock changes. Both corporate investment
and household consumption made steady
progress. Household demand was also very
vigorous in the housing sector. However, the
acceleration in activity from Q2 on is mainly
due to the stepping up of world growth.

The end of 1999 finds the international envi-
ronment of the euro zone looking highly sup-
portive. The world economy is posting strong
growth, accompanied by a rise in commodity
prices that is gradually leading to the progres-
sive return of inflation and to tighter monetary
policies. The sharp rally in emerging Asia is
helping Japan to pull out of recession. The
United States remains on a growth path of
close to 4%, although factors tending to slow
down domestic demand are becoming more
apparent. There has been a marked upturn
in the British economy. Industrial outputin the
euro zone, stimulated by the recovery in world
trade at a time when the exchange rate is

particularly favourable, is gathering pace, es-
pecially as domestic demand is improving in
response to the confidence shown by both
households and firms.

In France, the constituent elements for a con-
tinuation of the upswing phase are in place,
even though the growth rate is liable to ease
slightly following last summer’s sharp upturn.
The climb in numbers employed made possi-
ble by the growth is expected to intensify in
H1 2000. This would mean the creation of
215,000 jobs in the market sector, bringing
the unemployment rate sharply down to
10.3% by mid-2000. The consequences of
this would be continuing strength of earned
incomes despite the impact on inflation, and
hence on purchasing power, of the rise in
energy prices. On the assumption that the oil
price will now stabilise, the year-on-year price
rise would be around 1.2% in June 2000.
Underlying inflation would remain below 1%,
with productive capacity pressures remaining
concentrated on the building sector. In these
circumstances, and given the exceptional
strength of households’ expectations, con-
sumption would again rise strongly. Import
growth, linked to the strength of domestic
demand, would then reduce the external con-
tribution to growth. In all, following a scissors
effect at the turn of the year, French GDP
growth, still stronger than in the euro zone as
a whole, can be expected to return to a rate
slightly above 3%.
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Asian countries 125 the index is set to 100 on august 1996 125

» Corea
| = Malaisia
5|—— Thailand

120 —120

1

=

—115

The upturn in the countries of emerging Asia has

become more firmly entrenched in recent months. ™[~ o
On top of the recovery in exports, helped on by the |- ligs
depreciation of the currencies in the region, do-

mestic demand is now reviving as well. Wit 100 o
employment rising and inflation falling to pre-cri 05— o

sis levels, consumption is now increasing again.
South Korea is showing particular dynamism, with
the growth statistical carry-over in Q3 as high as &L s
7.6%. Following a sharp decline of 6% in 1998, % 9 % %

the region’s GDP is expected to show a rise jof "

roughly 4% in 1999. This recovery should Qe
confirmed in the early part of next year, even
though the momentum created by recovery from
the effects of the crisis is liable to diminish.
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PRODUCTION PROSPECTS IN THE EURO ZONE
maufacturing business leaders’ opinions
balance of opinion, s a in % of standard deviation

Japanese recovery still conditional on
what happens to consumption

The Japanese situation remains uncertain. Ac-
tivity bounced back substantially in the first half — Germany
of this year (annualised rate of 5%), but much of - - France
this rally was due to a fiscal stimulus. Preliminary
estimates show a distinct decline in GDP in Q3
(-1%). Although the government has already an- 4% =
nounced this pastautumn the introduction ofanew ~ _* % % s % % 8% 9
fiscal stimulus package in 2000, the extremely S
weak situation of public finances probably rules
out keeping budget support going on any major Growth still brisk in the United States
scale. The strength of external demand, notably.
from Asia, has boosted exports, but the apprecia-
tion of the yen is likely to limit the external contri
bution to growth. Private investment wil
probably remain depressed by reason, first, of her

weakness of the supply of credit linked to the o qomestic demand and a more marked reco-
continuing rehabilitation of the banking syste very in external demand. In all, GDP is expected
and, second, of the persistence of excess produGy ghow an annualised growth rate of around 4.5%
tive capacity. in H2 1999. Thereafter, United States growth is
Whether the Japanese upturn can be maintainegxpected to ease back to a more modest rate, in line
therefore depends on what happens to consumpwith its long-term trend figure of around 3%. One
tion and this in turn is subject to a number of reason for this is that domestic demand can be
doubts, with the rise in unemployment and the expected to slow down, mainly under the impact
wage austerity likely to continue to hold back of the gradual rise in interest rates. The steep rise
domestic demand. A lasting upturn in consumerin long rates since the beginning of the year is
expenditure depends on a diminution in precautio-having an impact on housing investment and could
nary behaviour in the shape of a fall in the savingalso affect corporate investment. Meanwhile, the
ratio. This tendency, which seemed well engagedall in the saving ratio will probably be halted as
in the early part of 1999, was no longer visible in the result of the high level of household debt. This
Q3. The second half of 1999 is therefore likely to weakening of domestic demand could neverthe-
show a decline in activity, with growth then possi- less see its impact on growth cushioned by external
bly settling at a rate of 1%. demand. Growth is still marked by major disequi-

= ltaly

The growth momentum in the United States
emains very firm, thanks to a combination of very
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libria: a wide current-account deficit, a high level consequences of its present dynamism has been a

of private debt and a possible overvaluation of thevery marked decline in the saving ratio, and it is

stock market. now being boosted by a wealth effect that is stimu-
lating increased borrowing. The rise in house
prices has in fact provided a stimulus for

The renewed strength of the United mortgage-based consumer credit (equity withdra-

Kingdom economy wal). In all, the annualised growth rate of the order
of 3.5% in H2 1999 is likely to the followed by a
rate of 3% in H1 2000.

The sharp upturn in activity has been confirmed
in the United Kingdom. This tendency could ease Industrial activity recovering in the euro
slightly in coming months, however. The policy zone
mix is now somewhat more restrictive, with
slight tightening of monetary policy since Septem-
ber and the maintenance of a tight fiscal policy.
The strength of the pound, fuelled by the rise|in  Following a lacklustre first half, activity in the
interest rates, can be expected sooner or later teuro zone has bounced back under the impact of
hold back foreign trade, which has been one of thethe revival in industrial activity. Industrial output
driving-forces between the recovery in activity. could well be rising at a rate close to 8% (annua-
Investment remains slack at a time when corporatdised) by the end of the year. This recovery has
margins are being squeezed by the combination obeen brought about by the strong improvement in
a strong pound and rising wage costs. Consumpthe international environment but also by the en-
tion, on the other hand, despite a temporary weading of the negative contribution from stock chan-
kening, is expected to remain robust. One of theges. Moreover, household consumption is likely

GROSS DOMESTIC PRODUCT (volume) BY TYPE OF EXPENDITURE

(at 1995 prices seasonally and working-day adjusted data (1), 9% change from previous period)
1998 1999 2000 1993 11999 12000+
Q1L | Q2 | Q3 | Q4 | Q1 | Q2 | Q3 | Q4 | Q1 | Q2
GDP (100%)| 09 | 08 | 04 | 07 | 04 08| 10|11 07 | 08 | 34| 28 | 29
Imports (23%)| 29 | 13|03 |09 |09 |21 |21 |26 |14 |19 95| 36 | 65
(of which merchandise) (20%)| 34 |11 |05 |14 |04 | 1,7 | 22 | 28 | 14 | 2,1 |10,3 | 43 | 6,6
Consumption (54%)| 08 | 13 |05 |06 |02 | 05|09 09 | 06 | 06 | 36 | 23 | 23
Public consumption (23%)| 02 | 04 | 01|04 |06 |04 03 ]05|04 |04 | 10|16 |13
Investment (19%)| 1,4 | 18 (16 | 15|21 |16 |18 | 14 | 10 | 12 |61 | 71 | 43

of which :

Non financial corporated and (10%)| 20 | 1,9 | 1,8 | 1,0 | 23 | 1,6 | 24 | 1,7 | 1,2 | 1,3 | 7.2 | 7,6 | 51
unincorporated enterprises

Households 4%w)|-03| 19|06 | 28| 222709 15|09 | 11| 34| 81 | 40
Exports (26%)| 1,1 | 08 | 05 |-06 |-08 | 27 | 44 |16 | 14 | 18 | 69 | 39 | 69
(of which merchandises) (21%)| 1,7 | 05 | 0,7 |-0,7 |-0,7 | 29 | 54 | 1,7 | 15 | 20 | 7,7 | 46 | 7,7
Domestic demand 0711|0608 |07 |07 ]09|09 |07 |07 | 34]|31]|25

Contributions growth

Inventory changes® 07|11]06|0707 07 |09]09]|06]| 07 33|30]|24
Net foreign trade o6 |(-02 |-02 | 04 |-0,2 |-01 |-05 05|00 |02 04 |-03 | 0,2
Internal demand excluding inven- -04 |01 |01 -04|00|02)|06 -02| 00|00 -04/|02 | 0,3

tory changes(z)

7 Forecasts
* Carry over effect at Q2
(1) National Quarterly Accounts evaluate growth at 1995 prices. Growth rates are usually slightly different once calculated at the
prices of the preceeding year.
(2) Inventory changes include acquisitions net of sales of valuable.
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to remain robust, although its progress could be REVIVAL INDUSTRY

somewhat curbed by rising inflation and higher  _baance ofrepies sa% qoqgomh %
interest rates. Job creation is boosting household o < fecent output '
disposable income, with the unemployment rate
continuing the decline that began two years ago
and falling below 10% in October, compared with

11.5% in September 1997. In these circumstan- ¥
ces, consumer confidence has stabilised at a very
high level and this could generate a further fall in

the saving ratio that would give an additional boost ™
to consumption. All things considered, growthin
the euro zone is seen as being brisk at the end of = manufacturing output -->
1999, with an annualised growth rate of closeto [
3.5%. Itis nevertheless likely to ease in the early -
part of 2000 as a reflection of the slowdown in 9L 92 95 94 % 9% o7 % 9 00

world demand and the weakening of the contribu- torecasts after the dotted line
tion from inventories, settling down at an annuali-

sed growth rate of slightly below 3%.

—3

Sharp upturn in French activity in H2 1999

Between now and mid-2000, the sharp dispari-
ties between countries of the euro zone are likely
to narrow. ltaly should be able to take full advan-

. Stimulated by a strongly improving internatio-
tage of th_e upturn to _make up its growth bac_kl 9 pal environment, activity in France accelerated
Job creation Is at a high level and consumptio .'Ssharply in H2 1999. Having been at an annualised
steadily recovering. -OQ; the other h?]nd, qngert 'nl' rate of 2% until the second quarter, growth in the
ties remain greater in Germany, where industria final months of the year is expected to turn out to
outputis recovering onIy_gradu_a_IIy and consump- be over 4%. The bulk of the growth in H2 stems
tion is having difficulty in reviving. The very from domestic demand excluding inventories.
small fall in the unemplqyment rate in the past six he slight slowdown in households’ consumer
months and the austerity programme anngun © Spending in the early part of the year has given way
fquOOO are adverse_ly affecting hou'seholds SPeNS, firmer growth. Meanwhile, firms have conti-
gg‘r% tl%ihgv:%ur,b\;vrhlﬁnme r\évl?r?s hr;svczsb;eesnuléll gvnued to step up their investment considerably.
in comingpthrgughg By gcontrast the dynamic Having withstood the industrial slowdown in the
countries (Spain, Portugal, Ireland, Netherlan S)wmter of 1998/1999, investment seems set to

0
continue to post growth rates that are substanti IIyShOW an annual growth rate of the order of 8% for

. . the year as a whole. Substantial deliveries of
higher than the euro-zone average (3.5% in 1999, . .
as against slightly below 2% for the zone as aalrcraft already on order to Air France helped to

whole). This dynamism is based, in particular, maintain capital spending in the early part of the

strong domestic demand. The reverse of the c ir}r’ne:rzj[ E:;'rr:]g:g fgﬁgnﬁituﬁ;;hg ?Hre;ni%ﬂ;;li‘\;ir;ve?:-
is that these countries have for several mon P Y-

o - , : : hSIS also partly the result of the renovation of com-
been experiencing significantly higher inflatio
than elsewhere in the zone.

puter equipment in the run-up to the year 2000, as
is indicated by the sharp rise in software invest-
ment, shown by the high level of activity recorded

_ _ by firms supplying IT advice and assistance.
There has in fact been a modest increase in

inflation in the zone as a whole, with the year-on-  On top of this firm growth in domestic demand
year price increase rising to 1.4% in October from excluding inventories, the second half of 1999
last winter’s low point of 0.8%. This acceleration found foreign trade strong as well. The sharp
in prices is mainly due to the rise in the oil price upturn in world demand and the competitiveness
since last March. Inflation is likely to continue to gains consequent on the depreciation of the euro
accelerate slightly in coming months, as the impactare in fact bringing about a substantial improve-
of the rise in energy prices spreads through thement on external account, despite the strength of
economy. The inflation differential between the domestic demand. Foreign trade is therefore like-
euro zone and France, now slightly over half aly to have made a significant contribution to
percentage point, is unlikely to change substantial-growth in H2, of the order of 0.2 of a point each
ly. Inflation in the euro zone as awhole is expectedquarter, bringing the quarterly GDP growth rates
to be around 1.8% by mid-2000. to over 1%.

December 1999
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These half-year figures mask unevenness be1999, falling from what was virtually its historic
tween quarters, however, as the result of the unexmaximum to a level identical with that of the low
pected strength of exports in Q3 (up 4.4%). Thepoint in 1996. This slump was followed by a
external contribution to growth was in fact 0.6 of recovery of comparable scale in the space of a
a point in Q3. More broadly, the strength of all single half-year. The current very high level of
elements of final demand has forced firms to drawbusiness opinion seen in all branches of industry
heavily on their stocks, the result being the highly is in line with the cyclical recovery in Europe and
negative contribution from stock changes seen inespecially in inter-industry exchanges, as indica-
this quarter. Stock re-building, combined with ted by the steady improvementin business leaders’
precautionary behaviour in the run-up to 2000, |isopinions in the intermediate goods branch. The
likely to make a significant contribution to growth quarterly national accounts nevertheless show
in Q4. Meanwhile, exports are likely to show [a growth in manufacturing output to have been
slowdown following the previous quarter’s excep- smoother than the surveys would seem to indicate:
tional rise. following an annualised rate of almost 4% in the

first half, growth in the second could come close
to 8% by the end of the year.

At the same time, other sectors have remained
dynamic. The building sector, riding on firm hou-
sehold and corporate investment, has seen its acti-
vity growing at a firm rate since its upturn first

Industry, which had been the sector most affec-began at the end of 1997. It is by no means
ted by the short-term slowdown in the autumn of impossible that the existence of substantial recruit-
1998, has seen its activity revive strongly during ment difficulties will act as a constraint on this
the year. This is confirmed by business surveys.sector. Transport activity remains firm, despite a
The balance of business leaders’ opinions on passlight slowdown in road goods traffic last winter
activity slumped between mid-1998 and early due to the deterioration in the European economic

Revival in industry

The qualitative impact of the "Y2K bug"

The transition to the year 2000 is raising problems
for the functioning of computer systems, generally
lumped together under the term "Y2K bug".

From an economic standpoint, the consequences
of the Y2K bug can be assimilated to those of a
natural catastrophe, a commodity-price shock, or
any other event capable of destroying productive
capacity. It can therefore be regarded as a supply-
side shock and be expected in time to lead to a
combination of falling output and rising prices.
However, unlike a natural catastrophe, the Y2K bug
was predictable. In the industrialised countries,
efforts to adapt have been made some time in
advance, so that the shock has been smoothed out,
in the sense that its impact on output and prices is
not concentrated at a single moment in time, but
has been gradually incorporated into the tenden-
cies shown by activity and inflation.

The "Théry report" on the IT transition to the year
2000 estimates that spending on adapting IT sys-
tems to meet the needs of the year 2000, will be
roughly 90 billion francs, or roughly one GDP per-
centage point, spread over the three preceding
years. In addition, preparation to deal with the bug
may have been the occasion for bringing forward IT
investment programmes. On the other hand, in
developing countries unable to carry out this kind of

adaptation on a preventive basis, it has to be ex-
pected that some production units will come to a
halt. According to estimates by the IMF@, the result
next year could be a negative impact of almost 2
percentage points on GDP growth and additional
inflation of the order of 1.2 points. As aresult, these
countries’ imports are also likely to decline, having
a slight adverse effect on world demand for goods
produced in the euro zone and in France.

More immediately, the Y2K bug is leading to pre-
cautionary behaviour aimed at avoiding any
disruption of output or supply on 1 January 2000.
The level of inventories can be expected to rise at
the end of the year before falling back to the pre-
vious situation in Q1 2000. These movements
would mean stock-building towards the end of this
year and de-stocking in the following quarter. To
evaluate their contribution to growth, these change-
s have to be examined in terms of acceleration: the
contribution of stock changes to growth would be
positive in Q4 1999, negative in Q1 2000, positive
again in Q2 2000.

(1) World Economic Outlook, International Monetary Fund,
September 1999, p.34-40.
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situation. Activity in the distribution sector i LABOUR MARKET IN FRANCE

strong at a time of firm household consumption. |, % yoygrowh%
Lastly, services, driven by household demand and & <--unemployment rate :
corporate investment, are experiencing a very S
good period. The fact is that growth is now being

experienced by all sectors of the economy. 1z -

11

The fall in unemployment gathering pace 10

In the competitive sectors, dependent e

ployment had slowed down during the winter in = employment in the traded sector -->

line with the economic situation. It then began to o @ 93 9 95 %6 97 98 9 00
post firmer growth in Q2, with its six-monthl _
growth rate rising from 0.8% in December 1998 to forecasts after the dotted fne

1.0% in June of this year. Given the upturnin = , _ L
activity, its growth should continue to accelerate, s in prices of industrial raw materials in parallel
reaching 1.3% by the end of the year. In all, this With the upturn in world activity can be expected
would mean the creation of almost 320,000 de-t0 feed through into production costs and hence
pendent jobs this year in the competitive sectors,Nto selling prices --as already seems to be the case
to which should be added more than 110,000 jobg the intermediate goods branch. Even so, infla-
in the non-market sector (essentially through thetionary pressure is likely to remain subdued. Pro-
youth employment scheme). The total rise in ductive capacity utilisation rates have been rising
numbers employed this year is likely to amount to in the past two quarters, but still remain close to
420,000, well above last year’s figure of 370,000. their long-period averages. The absence of man-
power bottlenecks in these sectors means that
. . . . upward pressure on wages is weak. Finally, the
rerlr:]a?ne(er:jllCsetrsor?ndthcr(c))EStr:l(J)lCJ?Otrr]l’ejogacrre?\tlll?rr;tt] rssintensification of competition, notably in transport
emploved in indgstr Wgr]\ich had bgen féllin ear and communications, is likely to limit the increase
in t?]eyyear recoveyr’ed in 03 and are Iil?ely Zin prices of services. By mid-2000, inflation could
continue on’this upward path. Finally, as the us aIstand at 1.2%, with underlying inflation remaining

: ; below 1%.
result of industrial recovery, temporary-agency
employment, after stagnating since the autumn of

1998, has been rising strongly since September. Purchasing power and household demand

. " | both firm
Still benefiting from the strong growth seen i

H2 1999, dependent employment in the competi-

tive sector is expected to rise by roughly 1.5% in

H1 2000, giving an additional 210,000 jobs, to  Against a background of wage restraint, the

which should be added 30,000 in the non-marketstrength of job creation has been the main factor
sector. The steady pick-up in job creation hashehind this year’s rise in purchasing power, which

accelerated the decline in unemployment, espeis expected to amount to slightly more than 2.5%

cially youth unemployment. From 11.3% at the on an annual average basis, the result being to
end of H1 1999, the unemployment rate is in factstimulate households’ consumer spending. In a

expected to be down to 10.8% by the end of thehighly favourable confidence climate, households’
year and to 10.3% at the end of H1 2000. consumer spending is rising at a firm rate.

The maintenance of highly favourable finan-
cing conditions has permitted an appreciable rise
in household investment. This was particularly
strong between the end of last year and the first
half of this, as the result of substantial purchases

Inflation rose slightly in the second half of this of housing for rent in order to benefit from the tax
year as the result of the higher oil price, with the advantages available under the "Perissol Act". As
year-on-year consumer price rise amounting toa corollary, the levelling off in household invest-
0.9% in November, compared with 0.3% in June.ment seen in Q3 is unlikely to last. In fact, follo-
Even if energy prices stabilise, inflation is liable to wing last winter’s peak, housing starts seem to
continue to rise in H1 2000. This is because thehave found a new lease of life since the middle of

Modest pick-up in inflation
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this year. The reduction of the VAT rate for spen- in household consumption at an annualised rate of
ding on house repair and maintenance that cameoughly 2.5%, in line with the growth in purcha-
into effect in mid-September is also likely to bols- sing power. Corporate capital spending, boosted
ter household investment. Activity in the building in H2 1999 by the sharp acceleration in activity,
sector is rising strongly, to such an extent that sinceshould continue to post firm growth. A small
the beginning of the year the sector has reported ae-stocking movement due to the transition to the
substantial increase in production bottlenecks. | year 2000 is likely to be followed by the return of
a positive contribution from stocks in line with the
growth in the demand for industrial goods and the
recovery in price expectations. Following the une-
ven movement in the second half of 1999, the
contribution of foreign trade to GDP growth can
The first half of 2000 is likely to see a slight be expected to become neutral in H1 2000, given

slowdown in activity, with domestic demand excly- that growth in France will remain slightly above
ding inventories liable to decelerate under the impacthat of the euro zone as a whole. The rate of
of higher inflation and interest rates, while worl activity in the zone is liable to weaken slightly next

growth is likely to turn out to be less exceptional.. SPing, as the result of the slowdown in world
activity and the rise in interest rates. In France,

ponce the scissors effect due to the change of year
out of the way, GDP growth will probably return
a rate slightly above 3%.

Slight weakening of activity in H1 2000

Purchasing power is expected to grow at much.
the same rate as in 1999, with the accelerated jol’t)S
creation offset by the rise in inflation. The saving ‘©
ratio is expected to stabilise, the result being a rise
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