1998 Iin retrospect

Despite the Asian crisis, 1998 prolonged the upswing
begun in mid-1996 and produced the best results of the
decade to date: 3.2% growth, 400,000 job creations
(including 300,000 in the market sector) accompanied
by a fall of almost one point in the unemployment rate.

The growth in activity was based entirely on domestic
demand, in contrast to 1997, when foreign trade had
contributed more than half the year’s growth. House-
hold consumption turned out to be particularly lively,
thanks to a purchasing-power rise of more than 3%.
The impact of the Asian crisis was to be seen not so
much in the yearly average as in the pattern over time
during the year, marked by agradua slowdown reflec-
ting the appreciable levelling off in industry. But the
year 1998 had other exceptional features, partly the
secondary effects of the Asian crisis:

- the price rise reached an historic low: 0.3% year-on-
year for 1998 asawhole at consumer-pricelevel (1.1%
in1997). From this standpoint, thelast two yearsdiffer
markedly from previous upswings by reason of the
absence of inflation. Over and above the impact of the
fall in commodity prices-- and especially fudls -- what
was seen was stability for underlying inflation at an
annual rate of closeto 1%;

- short-term and long-term interest rates returned to
historically low levels. Thisevolution waslinked both
to the slowdown in prices and to the flow-back of
capital due to the Asian crisis. These fdls in rates,
which were favourable to domestic demand (notably
for housing), like the disinflation, which increased pur-
chasing power and hence consumption, cushioned the
direct impact of the Asian crisis on French growth.

- thedirect and indirect effects of the Asian crisisareto
be seen in the divergent evolutions for individual sec-
tors. Industry, which had been the first to profit from
the upturn, steadily lost momentum in 1998, whereas
distribution and services saw growth accelerate be-
tween oneyear and the next, whileconstruction showed
continuous acceleration, returning in H2 1998 to dis-
tinctly positive growth;

- the final particularity of 1998 -- one that had aready
been seen the previous year -- was the scale of job
creation in the market sectors and the relatively small
risein labour productivity. This meant that the decline
in unemployment that had begun the previous year
continued, despite asubstantial risein thelabour force.

Before going on to describein more detail the sequence
of eventsduring theyear, it should be noted that French
growth was dightly above the average recorded by its
euro-zone partners. Thiswas dueto amore substantial
increasein household consumptionin France. It should
also benoted that thedeteriorationinindustrial leaders
expectations took place somewhat |ater in France, per-
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haps because French exporterswere less exposed to the
Asian crisis -- and later the Russian crisis -- than their
Italian or German counterparts.

Gradual slowdown in industrial activity

Growth in manufacturing output, which was of the
order of 6% at annual rate early intheyear, fell back to
2% in H2 1998. Asin the previous year, the annual
average increase in production was 5%. However, the
rise in value added in manufacturing industry (4.0%)
no longer contributed morethan one-fifth of the growth
in French activity, compared with two-fifths in 1997.
The slowdown inindustrial output was due, first of all,
to the levelling off in exports, whose year-on-year
increase eased from 16% in 1997 to 3% in 1998. In-
deed, the external-trade contribution to growth turned
negative asof early 1998. The slowdown isaso linked
to the levelling off in corporate domestic demand from
the summer on. While the contribution of investment
to growth remained substantially positive, that of in-
ventory changes turned out to be slightly negativeon a
year-on-year basis over the year. Business surveys
show that the overall slowdown in manufacturing out-
put as a whole masked widely-differing sectoral ten-
dencies. For example, the intermediate goods sector
was from the start of the year severely affected by the
deterioration in the international climate. In contrast,
for the consumer goodsindustriesthefall in orderstook
place only in the summer, and only in Q4 in the case of
capital goods. Meanwhile, the car sector, buoyed up by
the revival of new registrations on the French market,
maintained its upward momentum throughout the year.

The non-industrial sectors, whose recovery had taken
place after that of industry in 1997, made substantial
progress last year. Output in both distribution and
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non-financial servicesrose by 5.0%in 1998, compared
with 2.3% and 2.8%, respectively, in 1997. 1998 also
saw a return to substantial growth in output from the
construction sector (2.1%, as against -0.4% the pre-
vious year) that was particularly marked in H2. The
continuing expansion of private investment in housing,
which in 1997 had mainly produced a fall in existing
stocks, finally led to an increase in starts, all the more
s0 as the outlook remained favourable, with interest
rates still low.

A record year for job creation

Dependent employment, which had profited at an early
stage from the upturn, continued to expand in 1998, the
pattern over time tracking that of activity: particularly
strong in H1 (170,000 jobs created in the market sec-
tor), and then a slight slowdown in H2 (130,000) with
the ending of net job creation in industry. 1998 turned
out to be particularly productive in terms of job crea
tion, with total employment rising by around 400,000
(net). This result was considerably aided by job crea-
tions in the non-market sector, due notably to the spe-
cial youth-employment programme. Given this
exceptionally favourable tendency in numbers em-
ployed, unemployment naturally continued the down-
ward movement begun at the end of 1997. A steady
declinebrought the rate down from 12.2% in December
1997 to 11.5% in December 1998, the main beneficia-
ries being the under-25s.

Growth shielded by household consumption

In accounting terms, the 3.8% rise in household
consumption contributed three-quarters of overall
growth in 1998. By favouring sectors that create sub-
stantial numbers of jobs, it participated in a virtuous
spiral which kept activity going despitethe Asiancrisis.
The rise in consumption in 1998 took its origin first
from avery steep increase in purchasing power (3.5%)
linked to the expansion of earned income and disinfla
tion. It was aso helped by a dlight fall in the saving
ratio, attributable to the steady improvement in house-
hold opinion regarding the economic situation and es-
pecially the future evolution of unemployment. It also
benefited, however, fromtwo one-off factors: amarked
upturnin the car market following the period depressed
by the ending of the car-scrapping bonus, and the World
Cup, which had a direct impact on sales of "brown
goods'. Lastly, consumption also benefited from the
spread of innovative products (mobile phones, PCs) to
awider public.

Rising investment

Corporate investment rose by 6% in 1998 (compared
with 0.1% in 1997). The growth rate was particularly
strong in H1 (of the order of 8%) but was then halved
in H2. Investment in H1 was dl the stronger because
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in 1997 it had responded only after acertaintime-lag to
the upturn in activity. Thereafter, the deterioration in
businessmen’'s expectations limited the implementa-
tion of new investment projects. This tendency was
particularly felt in industry. However, the downturn
was only moderate, thanks to the maintenance of satis-
factory conditions for the financing of investment, in
terms of both interest rates and the level of self-finan-
cing. Asaresult, investment inindustry roseby 8% in
1998 after stagnating in the two previous years. This
movement can belinked to adistinct risein the produc-
tive capacity utilisation rate, which throughout the year
1998 moved back closer to its long-term average.

Sharp reduction in inflation

1997 had aready been atypical in that the marked
acceleration in activity had not been reflected in an
upturn in inflation. The year 1998 presents an even
more paradoxical picture. The strongest annual growth
this decade was accompanied by afall in the year-on-
year consumer priceriseto the historically low level of
0.3% (1.1% in 1997). This fall was linked to the
collapsein commodity prices and especially that of oil,
which isadirect consequence of the recession in Japan
and in the emerging countries of Asiaand Latin Ame-
rica. Meanwhile, underlying inflation remained stable
at around 1%. Despitethe strength shown by consump-
tion, theyear-on-year pricerisefor manufactured goods
remained close to zero. Granted, industrial firms' sel-
ling prices have been steadily declining. Only the
prices of private services and rents showed increases
and even these were modest. In the first case, the
year-on-year riselevelled off at 2%; inthe second, there
was a dlight increase from 1.6% at the end of 1997 to
2.1% in December 1998, most of the acceleration ta-
king placein H1. m
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